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FUTURES TRADING 


WEDNESDAY, MAY 16, 1956 


House or REPRESENTATIVES, 
SrectaL SuBCOMMITTEE ON FUTURES 
TRADING IN PeRIsHABLE CoMMODITIES, 
CoMMITTEE ON AGRICULTURE, 
Washington, D. C. 

The special subcommitee met, pursuant to notice, at 10:20 a. m., in 
room 1310, New House Office Building, Hon. George M. Grant 
presiding. 

Present : Representatives Grant and McIntire. 

Also present: Representatives Poage, Thompson, Johnson, King, 
Williams and Laird. 

John Heimburger, counsel and Francis M. LeMay, staff member. 

Mr. Grant. The subcommittee will come to order please. 

As you know, this is a continuation of the hearing, and it will 
continue for the next 3 days. We have had one meeting in Chicago 
which I was unable to attend, that was on onions. This is on both 
potatoes and onions. 

I notice several Members of Congress here. A good many of them 
have other meetings. I want to recognize them at this time. If they 
would like to be recognized later, with their delegation from their 
own State, or from their own district, we will be glad to hear from 
them. 

I notice that several Members of Congress are set down on the wit- 
ness list for Friday, May 18. We have several Members here from 
Texas; Congressman Rutherford, would you like to make a statement. 


STATEMENT OF HON. J. T. RUTHERFORD, A REPRESENTATIVE IN 
CONGRESS FROM THE 16TH CONGRESSIONAL DISTRICT OF THE 
STATE OF TEXAS 


Mr. Ruruerrorp. Thank you, Mr. Chairman. The only thing I 
would like to say, just in support of the situation here, Mr. Austin 
Anson from the valley will speak more clearly on our subject and we 
are particularly interested in the law of supply and demand rather 
than a synthetic market. 

I do not want to take the time of people here who will discuss this 
subject more fully. I ee want to go on record and to support the 
position taken by Mr. Anson and my colleagues from Texas. 

Mr. Grant. Thank you. ‘ 

Congressman Kilgore. 
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STATEMENT OF HON. JOE M. KILGORE, A REPRESENTATIVE IN 
CONGRESS FROM THE 15TH CONGRESSIONAL DISTRICT OF THE 
STATE OF TEXAS 


Mr. Kizeore. My district produces, I think, in this year, about 
24,000 acres of fresh onions. I am very interested in Mr. King’s bill. 
Mr. Austin Anson of the Texas Fruit and Vegetable Growers Ship- 
pers Association from my district will present a statement to the 
committee. 

We feel very strongly, from the standpoint of the grower, that the 
passage of the bill is in the public interest. 

Mr. Grant. Congressman Bell of Texas. 


STATEMENT OF HON. JOHN J. BELL, A REPRESENTATIVE IN CON- 
GRESS FROM THE 14TH CONGRESSIONAL DISTRICT OF THE STATE 
OF TEXAS 


Mr. Betu. I want to make a brief statement also. My district is 
vitally interested in this bill. It lies immediately north of Mr. Kil- 
gore’s district. 

I think Texas produces about a third of the Nation’s onions and 
my district produces about a third of the onions produced in Texas. 
I want to go on record as being in favor of this bill, and doing away 
with the futures market and speculation in this highly perishable 
product. 

I have here a constituent, also, Mr. John B. Hardwicke of Corpus 


Christi, Tex., who will make a statement to this committee. He has 
been an onion grower and shipper for many, many years. And I want 
to adopt as my own the statements that he will make to you. He is 
throughly familiar with it. He is an expert on the subject. 

Mr. Grant. Thank you. 

We also have another Member of Congress here, Congressman 
Hoffman of Michigan. 


STATEMENT OF HON. CLARE E. HOFFMAN, A REPRESENTATIVE IN 
CONGRESS FROM THE FOURTH CONGRESSIONAL DISTRICT OF 
THE STATE OF MICHIGAN 


Mr. Horrman. In view of the fact that the gentlemen who desire 
to appear here come from out of town, I would like to be heard later 
when other Congressmen are heard. 

Mr. Grant. Thank you, sir. 

We also have a member of the Agriculture Committee here, our col- 
league, Mr. Williams of New York. Would you like to make a 
statement ? 


STATEMENT OF HON. WILLIAM R. WILLIAMS, A REPRESENTATIVE 
IN CONGRESS FROM THE 34TH CONGRESSIONAL DISTRICT OF THE 
STATE OF NEW YORK 


Mr. Wiiu14Ms. I am in the same position as our colleague, Mr. 
Hoffman. While I do have a constituent here today from my con- 
gressional district that is a large onion and potato grower—he wishes 
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to have the opportunity to testify before this committee. He has come 
a long way. And it would be very agreeable to me to be heard on 
Friday, or any previous time. 
you. 
Mr. Grant. Thank you. 

- We also have Congressman Ostertag, who is a former member of 
the committee. He has since been demoted, I believe, to the Appro- 
priations Committee. 

- Would you like to make a statement ? 


STATEMENT OF HON. HAROLD C. OSTERTAG, A REPRESENTATIVE 
IN CONGRESS FROM THE 39TH CONGRESSIONAL DISTRICT OF 
THE STATE OF NEW YORK 


Mr. Ostertac. Mr. Chairman, I understand that I will be privileged 
to appear before the committee on Friday, along with other Members 
of the Congress. 

I would like to say just this much at this point, that is, from my 
district here today you will find there are 50 or more onion er 
They are very much interested in this legislation and this problem, and 
bs will be represented before your committee here today. 

am happy to see my people here. I am sure that they will be 
given every courtesy during this hearing. 

Mr. Grant. Thank you, sir. 

Another member of the committee in addition to Congressman 
Williams of New York is Mr. King of Pennsylvania. 

Would you like to make a statement, Mr. King? 


STATEMENT OF HON. KARL C. KING, A REPRESENTATIVE IN CON- 
GRESS FROM THE EIGHTH CONGRESSIONAL DISTRICT OF THE 
STATE OF PENNSYLVANIA 


Mr. Kine. There are no onions grown in my district, so I just have 
a passing interest in this matter. 

hank you. 

Mr. Gran'r. Thank you, sir. 

Is there any other Member of Congress present ? 

If not, we will proceed with the witnesses as set out here on the 
witness list. 

I would like to hear from Mr. E. S. Harper, United Fresh Fruit & 
Vegetable Association. 


STATEMENT OF E. S. HARPER, E. S. HARPER CO., IDAHO FALLS, 
IDAHO (UNITED FRESH FRUIT & VEGETABLE ASSOCIATION, 
WASHINGTON, D. C.) 


Mr. Harrer. My name is E.S. Harper. My firm—the E. S. Harper 
Co.—is located at Idaho Falls, Idaho. We are growers and shippers 
of onions and potatoes and have been engaged in this business for 
nearly 40 years. 

I appreciate the opportunity to appear before your committee in 
connection with your study of futures trading in potatoes and onions. 
My comments will be related primarily to onions. 
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I am appearing here as an individual and as a member of the board 
of directors of the United Fresh Fruit & Vegetable Association, whose 
headquarters are in Washington, D. C. That association, as you 
probably know, is the largest national association in the fresh fruit 
and vegetable industry, with nearly 3,000 members located in all of 
the States, who are engaged in marketing fresh fruits and vegetables. 
The membership comprises growers, shippers, including important 
cooperative marketing associations, brokers, and wholesalers. 

Regarding the subject before you, the United Fresh Fruit & Vege- 
table Association, at its annual convention in New Orleans, La., with 
2,500 ee of the industry attending, approved the follow- 
ing resolution : 

We favor legislation to secure permanent removal of perishable fruits and 
vegetables from futures trading on any commodity exchange. 

We favor such action because— 

1. Fresh fruits and vegetables are highly perishable. They can- 
not be stored and carried over from season to season like cotton or 
grains. Even the less perishable commodities like onions and po- 
tatoes—the only fresh vegetables for which there is trading in fu- 
tures—can be stored but a few months and then with considerable 
risk of spoilage. There is not the same opportunity to switch con- 
tracts from month to month, or from season to season, as in the 
case of grain or cotton. There is no futures trading in fresh fruits 
at the present time. 

2. Because these commodities are so perishable, prices in normal 
merchandising may fluctuate more than prices for less perishable 
commodities, depending entirely on supply-and-demand conditions. 
To introduce futures trading into this kind of a marketing system 
merely adds an artificial hazard which usually operates to the dis- 
advantage of growers. 

Futures trading therefore affords an opportunity for gambling 
and possible manipulation of the market by professional traders who 
are not in the onion business or interested in the merchandising of 
onions and who, by reason of their operations, encourage their cus- 
tomers and others outside of the industry to engage in trading in 
futures which affects the producer and handler to a point beyond what 
crop and market conditions would normally justify. 

3. Onions particularly are especially sensitive to changes in supply. 
People with a foreign background are heavy consumers of onions. 
Onions are a traditional part of their diet, and these people constitute 
probably the principal demand for onions in this country. Their 
use of onions is not influenced to the same extent by changes in price 
as is the case with other people. 

Consequently, if we produce 10 percent as much, we suffer a low 
price level; if the crop is short by 10 or 15 percent the price may 
double. The onion industry is placed in an even more hazardous 
situation when professional traders, and people who know nothing 
about the onion business, are permitted to take a long shot, and thereby 
ener prices on a crop before it is planted or before it is ready for 
market. 

For example, in March of this year on the Chicago Mercantile Ex- 
change, onions reached the trading price level of 10 cents per 50-pound 
bag—less than the cost of the bag—and at approximately the same 
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time the November of 1956 contract was being traded at about $1.50 
a bag. 

At the same time freshly packed and graded onions from point of 
production were bringing from 40 cents to $1 per 50-pound bag on 
the cash-track market in Chicago. No one can possibly know what 
the price of onions may be next November, but such quotations can 
encourage overplanting. It is an artificial price factor which should 
be removed. 

Professional traders who are not onion producers or handlers were 
forced to take delivery on contracts of futures trading. These de- 
liveries were made from cold storage holdings in Chicago which had 
been stored for a long period of time, resulting in lack of appearance 
and sales appeal, in some cases badly weighted and in some cases out 
of grade, all of which were acceptable by exchange rules at a discount, 
and these onions were forced on the fresh market in that condition 
because of futures trading operations and this further depressed the 
fresh cash market to a point where some of these cars delivered on 
these contracts sold as low as $10 per whole carload of 600 50-pound 
bags, simply to relieve demurrage and other holding expenses when 
the trade couldn’t use the onions in such condition against freshly 
packed onions shipped from producing areas. They were simply 
turned over to brokers and handlers to be disposed of at whatever 
prices they would bring to close out their commitments. 

4. Due to the artificially high prices of onions on the Chicago Mer- 
cantile Exchange last fall in the November commitment, growers 
tended to hold their onions from the fresh merket and not to move 


them in the normal channels of trade in that normally heavy con- 
—— period, resulting in a loss of consumption, the growers 


thinking that if the November market was that high, which at times 
reached $2.35 per 50-pound bag, they would be worth more than that 
in January. They therefore lost a consumptive demand in the fall 
market that was never regained by the fresh market at any time. 

5. At the present time onions can be delivered on a futures contract 
only in Chicago. It is a well-known fact that operators and traders 
on the Chicago Mercantile Exchange accumulated a line of onions 
which were placed in cold storage in Chicago to be ostensibly de- 
livered on short contracts and that this number of cars reached a 
total of between five and six hundred during the carrying period which 
fact was known to all of the trade, as well as the speculators and 
traders on the mercantile exchanges, and not only influence the prices 
of futures on the board but had a material influence on the fresh cash- 
track market as a depressing factor of the fresh market, knowing that 
these onions at some time would have to be delivered into regular 
channels of trade and that their condition would be such that they 
would depress the fresh market whenever such deliveries were made. 
Such a limitation of delivery encourages price manipulation. 

These are some of the reasons why we believe futures trading in 
perishable fruits and vegetables, and onions in particular, is unsound, 
unjustified, unadaptable to these commodities and on an average oper- 
ates to the disadvantage of growers, not to mention innocent people 
who succumb to the lure of the gambling instinct and risk their money 
in onion futures. 

It may be that you gentlemen can find a way to remove the hazards 
to growers of futures trading in onions by strengthening the Com- 
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modities Exchange Act, but my own opinion is the best and most 
effective way is to outlaw it before it spreads to other commodities 
in the fresh fruit and vegetable industry. 

From what I have been reading in the newspapers, the Con 
for some months has been disturbed over the long decline in farm 
prices and farm income and is endeavoring to find various means to 
bolster the farm economy. 

While onions do not constitute a large segment of American agri- 
culture, in my opinion the elimination of futures trading would be one 
way by which you could strengthen the income of producers. 

Potatoes, however, are a much more important crop—in fact, our 
largest vegetable crop—and in my opinion the income of potato pro- 
ducers also would be strengthened and more stabilized if the same 
action were taken with respect to that commodity. 

Mr. Grant. Thank you very much, sir. 

Mr. Harper. Thank you. 

Mr. Grant. I think some members probably have some questions 
to ask you. 

Could you give us some information as to the size of your firm, 
the E. S. Harper Co. ? 

Mr. Harper. We have two farms, one is a quarter section ; the other 
is half a section, located in Idaho; one adjacent to Idaho Falls and 
one adjacent to Jerome. We also have one in the Payette, Idaho, 
area on leased ground; that is where we grow principally onion, al- 
though we do grow it on the Jerome place. 

Mr. Grant. Have you ever used the future trading as a hedge on 
your crop at all? 

Mr. Harper. No, sir. I have never used it as a hedge on our com- 
modity because we grow a Spanish onion out there. While there is 
a Spanish commitment on the board, there never has been enough 
trading to justify using it as a hedge operation for the Spanish 
onions. 

Mr. Grant. I believe that you also ship some potatoes; how about 
those ? 

Mr. Harper. Yes, sir; I have used the board once in a hedging oper- 
ation against my growing of potatoes. That was probably 6 or 7 
years ago. Since then I haven’t found it satisfactory to use the hedg- 
ing operation — our growing operation on potatoes. 

Mr. Grant. Thank you, sir. 

Mr. Kine. Mr. Harper, when you made that transaction, did you 
make it before you planted the potatoes? Was that your method of 
hedging ? 

Mr. Harper. I made it after the potatoes were planted, while they 
were growing, before being harvested. 

Mr. Kine. Is it at all common for growers of onions to make a com- 
mitment before the onions are planted ? 

Mr. Harper. No. 

Mr. Kine. Do you then believe that a market created on the ex- 
change in the early spring for the following winter delivery has any 
effect at all upon the acreage planted ? 

Mr. Harper. Yes, sir; I do. I believe that at times, for example, 
a November commitment is at a price which would assure a producer 
a profit by growing onions, that he then would increase his acreage 
and gamble to that extent. Perhaps if he had the money to hedge, 
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he would do it, and use the board as a hedge. But in most cases the 
onion grower is a small grower. He isn’t well capitalized in most 
cases. He has not the finances to carry the margin while he is also 
producing his crop. 

And from my knowledge of it as it works, very few onion growers 
are in a position to use the board as a hedge because they do not have 
the money to finance it, in addition to the cost of financing their 
operation. 

But it does influence the amount of acreage that he will gamble 
with, whether we like to admit it or not, all of we farmers are 
gamblers. 

Mr. Kine. If he had the money he could sell the crop before he 
plants it ? 

Mr. Harper. That is correct. 

Mr. Kine. And sell it at what he would consider a safe price? 

Mr. Harper. That is correct. That opportunity would be there if 
he were in position to do so and so alate 

Mr. King. Even if he does not have the money to make that sort 
of commitment, you think that he is encouraged by the price? 

Mr. Harper. To increase his acreage. 

Mr. Kine. To plant? 

Mr. Harper. Yes; I do very much so. I know it has worked that 
way in the past. 

Mr. Kine. Thank you. 

Mr. McInrme. Mr. Harper, in connection with the financing of 
onion production in Idaho, do you find that the opportunity to hedge 
is an integral part of production financing; in other words, do your 
local lenders lend to farmers more freely if they are using the board 
as a hedge on production cost, or is it any factor in fiancing in Idaho? 

Mr. Harper. Now, you ask me about Idaho alone? 

Mr. McIntme. That is right. 

Mr. Harrrr. As I mentioned, we grow a Spanish variety of onions 
out there and the trading has never been sufficient to use that commit- 
ment at any time as a hedging operation. The volume is never large 
enough in that particular commitment. So it has not influenced the 
— of the production of Spanish onions in Idaho or eastern 

regon. 

Mr. McIntie. The greater part of your production there is in a 
variety of onion that is not within the specifications of the futures 
contract ? 

Mr. Harrrr. Yes. There is a commitment open for 3-inch Spanish 
onions on the mercantile exchange, but the trading has never been 
heavy enough so it could be used satisfactorily as a hedging operation 
for a grower. 

The vast majority of the trading in onions has been on what we 
term Northern Hard onions or Yellow globes, that type of onions 
which are so classified as Hard onions and are longer keeping onions. 
And that is the reason that the trading is concentrated in that type 
of onion rather than in a soft Spanish onion like we grow in Idaho 
and eastern Oregon. 

Mr. McIntire. So as a producer of onions in Idaho, your thought 
is that this trading activity has an impact on the price structure, and 
even if you are not able to participate very much as a producer, you 
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do get the impact of the futures trading on the price structure on 
onions which you produce in Idaho? 

Mr. Harper. Very definitely so, because while a Spanish onion is 
a variety by itself, it carriers a certain relationship depending on the 
normal supply and demand that it has at various times in various years 
to any other onion and, therefore, the price relationship affects the 
Spanish onion even though it is not an onion that is largely traded 
in on the merchantile exchange. 

Mr. McIntire. Thank you. 

Mr. Grant. Thank you very much. 

Mr. Austin Anson. 


STATEMENT OF AUSTIN E. ANSON, EXECUTIVE MANAGER, TEXAS 
CITRUS AND VEGETABLE GROWERS AND SHIPPERS, HARLINGEN, 
TEX. 


Mr. Anson. Members of the committee, gentleman, my name is 
Austin E. Anson. I am the executive manager of the Texas Citrus and 
Vegetable Growers and Shippers, a trade organization representing 
all of the fresh fruit and vegetable growers and shippers of the State 
of Texas. 

Our organization was formed in 1942 and has been operating ever 
since, endeavoring to protect the best interests of our growers and ship- 
pers of the products that they produce, pack, and ship. 

We are appearing here today in behalf of H. R. 7920, better known 
as the King bill, in an endeavor to place before this group the views 
of the Texas onion people in reference to handling of perishable com- 
modities, such as onions, on the board, the same as cotton, corn, wheat, 
and other staple products. 

First, we want to make our position crystal clear to this commit- 
tee—our onions have not, and we hope never will be, handled on any 
mercantile exchange, as we are the producers of the early spring onions 
for consumption within the United States. 

Second, our industry has not, and we hope never will, ask Congress 
to pass legislation to give us a subsidy or a dole on our onion pro- 
duction. 

Our onions start moving to markets over the country the latter part 
of February, or first of March, depending on climatic conditions, this 
situation being created and helped materially by the fact that through 
the excellent cooperation and efforts of the United States Department 
of Agriculture Research Division, we have developed onions that are 
maturing earlier in the season and producing heavier volume per acre 
than ever before. 

I might add in passing that the Commodity Exchange Authority, 
which is part of this same Department of Agriculture, is working just 
as diligently to provide certain rules and regulations which they think 
the onion industry should operate under on this said mercantile ex- 
change that the entire industry is objecting to. 

It is a sad commentary on the agricultural situation for us to have 
to sit here and frankly admit that we must argue with what has always 
been termed the guardian of agriculture, our own Agriculture De- 
—— and insist that they withdraw their pressure on you, the 

ongress of the United States, whereas they are trying to cause you 
to delay this legislation that we are here to further. 
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They, in their own language, state that as yet they have not had time 
to thoroughly check out and test the new rules and regulations. that 
they have agreed with the Mercantile Exchange Authority will correct 
the situation. 

That phraseology is unique, “that they have agreed.” v4 

Gentlemen, I ask you, “who in Heaven’s name is in better position 
to j udge whether or not he is being hurt than the man who is actually 
being injured?” 

Those are the people that we represent. 

Mr. Congressman, surely we haven’t arrived at that particular point 
that the American farmer or Congress, must look to bureaus to tell 
them how to operate for the best interests of the farmer himself. 

The onion industry first became involved with this shell game in 
1842 and undoubtedly many statements made by the exchange are 
correct that the onion industry themselves, or some factors connected 
with same, had a great deal to do with placing onions on the market 
at that time. 

This was not an unusual situation because people producing agri- 
cultural crops are always seeking a new outlet for their production, 
and somewhere, somehow, somebody sold certain members of the onion 
industry that this was a sure way to settle the onion questions, and 
now after 14 years’ experience, we agree with them—it really settled 
it. 

I refer to the mercantile exchange handling of our onions as a shell 
game because there was a racket coined in the early circus days by 
clever manipulators of threee little shells that always managed to have 
the pea under the wrong shell, when the farmer was guessing, under 
another one. 

Shell games, as you know, have been credited with being, the one 
type of gambling where the manipulations of the operator were much 
faster then the eye and the understanding of his victim. 

Never were truer words said than when we say that the manipula- 
tions of our onions on the mercantile exchange has been entirely too 
fast for the average grower and shipper of onions to ever follow. 

Onions do not lend themselves to future trading as they are a very 
highly perishable — and have a short storage season at best, and 
the demand for manufacturing is limited. I digress from the script. 
Our onions are practically—that comes to storage is nil. We have 
never as yet perfected a method whereby we can store them promptly. 
As for manufacturing them and dehydrating them, an onion is very 
full of water. They do not lend themselves to manufacturing what- 
soever. Consequently, we haven’t that outlet. 

So you can readily understand why this highly perishable product, 
with such limitations, cannot be traded in futures, the same as the 
— crops, such as cotton, corn, wheat, and other dry agricultural 
products. 

Of course, you are interested to know, we hope, in how the manipula- 
tion of these futures has any effect whatsoever on us, the producers of 
thespring onions that come on in March. 

This past season is the best example that we could offer you, and we 
are sure that the explanation of how the grower was iitieanote and 
led to believe certain things by the operations of the exchange this 
year would show you why we in Texas do not want any part of its 
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operations, and feel that the entire onion industry will be better off 
once our onions are removed from the board. 

No doubt you gentlemen are wondering if we, the onion growers of 
Texas, are not on the board and never intend to be on the board, what 
in the world are you howling about ? 

_Now, Mr. Congressman, it is just like this: We are part of the onion 
distribution family, and what affects one always affects the other. In 
fact, we have been likened to children in a divorce case—we are not 
named in the proceedings but we are most certainly vitally affected by 
the verdict. 

Weare given to understand that the rules on the mercantile exchange 
provide that the first onions offered, or what they term the November 
contract, is opened in December. This is 11 months before the delivery 
and 4 or 5 months before planting time for the majority of the onions, 
and 8 or 9 months before apegiitens 

In the case of Texas, our onions are being planted when this future 
situation is always posted. 

In the opinion of, the spring onion producers and shippers, the 
opening prices seem to be always high and attractive to stimulate 
trading—frankly, we call it sucker bait—and we assure you that our 

ople have not been any smarter than some of the rest of them. 

en they see the February and March onions quoted at prices that 
would net them a goodly sum for their crop of onions when they are 
ready in February and March, you can easily understand why they 
increase their acreage far beyond anything that they would under 
normal circumstances. 

In other words, the marketing season becomes completely distorted 
before the seed is hardly in the ground. 

Study by experts revealed that the professional speculator is always 
on the short side and as you have had in testimony before this com- 
mittee, many of these speculators have financed huge acreages only for 
delivery to the board, even to the extent of offering free seed, etc. 

It is the considered opinion of the producers of spring onions that 
these onions were never produced for consumption but were produced 
for manipulation and for delivery for only one purpose and that was 
to maneuver the market in February and March to the best interests 
of the speculators themselves. 

Exchange operators state that futures do not make, but only reflect 
the market. ell, let’s see what happened to us Texas onion growers 
this year. 

Last September March futures were around $2.65 to $2.70. Texas 
onions always start to move in March, with a few in February, and 
that is good money for our onions, and our growers, with such an 
incentive this year, overproduced at least 20 percent, which, of course, 
would not help a normal situation, much less a fictitious one. 

Now let’s see what actually happened on that fabulous March mar- 
ket that our trusting growers anticipated making such a good return 
for their efforts. 

March futures closed at 15 cents, not $2.65, not $2.70—but 15 cents. 
When the spring onion crop is ready to be harvested, it must be har- 
vested or in case of rain, heavy fogs, or any other inclement weather. 
we lose the entire crop; consequently, it is — harvested and 
shipped to the different markets in the United States. 
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We have not the alternative of storing them. We have to move 
them immediately. 

Our grower, faced with a 15-cent market, was also confronted with 
the fact that every bag he loaded was losing him his cost of produc- 
tion, plus 10 cents a bag, which was not a very encouraging prospect. 

For the benefit of the committee I would like to digress to tell you 
of a little incident in Congressman Bell’s district, where Mr. Hard- 
wicke lives, who will testify later. 

A grower was out in the field one Sunday. Some friends came out 
from town, wanted some onions. That is not an unusual situation 
for folks to come out to the grower, and he gives them onions. And 
the man brought 3 sacks with him, picked up 3 sacks of onions. And 
he says, “How much do I owe you for the onions?” He said, “They 
are not worth anything.” 

That isn’t exactly what he said but it meant the same thing. 

And the man said, “I sure appreciate that.” The grower gave him 
three dimes. 

“What is that for?” He says, “I want to keep my books straight, 
because I am not getting within 10 cents of my production and I don’t 
--want to play any favorites in this, not even to my friends.” 

(Laughter. } 

Let’s see what the actual picture was as to the onions handled on 
these said mercantile exchanges, and the actual onions—real onions 
I mean, carloads of onions with a bill of lading on them, onions that 
you could feel, smell, and see—that really passed through the hands 
of these speculators. 

One hundred and forty-seven thousand cars were traded—I say 
““trade”—on the board. Actually 2,370 cars, actual cars with bill of 
lading, were all that were handled. 

Now, let’s see, where did the balance of the 147,000 cars come from? 
For if all the onions in California and all the spring onions in Texas 
and Arizona had been added to all the winter onions, you still would 
not have had 40,000 cars of onions total—all kinds, all grades, all 
-qualities. 

So this difference between the actual cars of onions and the 147,000 
cars of onions is just simply a paper figure, a gambling figure, for it 
is a cinch—it wasn’t real cars of onions, as all of us know onions, so 
-call it what you may. 

Acreage was abandoned; fields were plowed up; many onions were 
-dumped, as all oo month of March and until in April, their 
returns were nothing but red ink to the Texas grower. In this par- 
ticular period, over 7,000 cars were moved, so you can readily under- 
-stand the headache that has confronted us this season. 

And, gentlemen, if I may digress again, I will assure you rules won’t 

-cure that headache for our growers, or for the banker either. 

In a 6-week period following the close of the March 15 future board, 
the northern storage onions and track accumulations of northern 

onions have either been disposed of or dumped. 

Texas onions have gone on into consumption or have been left in 
the field. And now the normal consumption of onions is being re- 
flected in the daily market as the housewife of the United States buys 

- only a certain limited amount of onions, and it doesn’t make a particle 
. of difference to her whether the market is up or down. She uses some 
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onions and if they are too high, just a little lesser amount. If they 
are very cheap, normally more are consumed. 

Our onions now are on a free market. The tail end of the crop, 
about a fourth, and I don’t think it will exceed a fourth. We haven’t 
any clouds in the sky. We haven’t any mercantile exchange hanging 
over our heads. We haven’t any elieaie coming out in the daily 
reports telling us something that isn’t. 

Supply and demand are controlling the situation. Texas onions 
6 weeks ago would not bring a dime, and are now grossing the grower 
$1.50 to $1.60. When this figure was put in here, it was a week ago, 
it was $1.50 to $1.60. I understand now the market is now much 
better. So it only goes to prove that our product—perishable onions— 
are not for future trading. 

Supply and demand has been the rule since the commercial produc- 
tion of onions started. 

Supply and demand have always ruled as the best factor in dispos- 
ing of our crops, and without any synthetic factor to influence our 
production, or our handling, the onion industry of the United States 
will go ahead and carry its own like it has over the years, and all we 
ask of Congress is to assist us in getting free of these crapshooting asso- 
ciates of ours who are making it impossible for the onion industry 
to continue. [Applause. ] 

Mr. Grant. Mr. Anson, I notice you called this crapshooting. 
Those craps are pretty well loaded, too, are they not? [ Applause. | 

Mr. Anson. Mr. Congressman, I enjoy a good crap game occa- 
sionally. It is good relaxation but I don’t like to use the other guy’s 
dice all of the time. 

Mr. McInvire. Mr. Anson, could you give us for the record—I 
appreciate there are all kinds of figures on production costs—but just 
a fair figure as to what these onions cost the growers at the time of 
harvest, because if they didn’t harvest they didn’t have the harvest 
cost in them; but just about what were they writing off when they 
abandoned that field ? 

Mr. Anson. Mr. McIntire, I think for the benefit of the committee, 
it would be much better if you will ask the next witness because he is 
one of the sufferers. Heisa grower. He was a grower in the coastal 
bend area that I referred to a while ago, that gave the man back a dime 
and he can tell you just exactly what it cost him. I think that would 
be very worthwhile information. I could give it to you but I much 
prefer that he does. 

Mr. McIntire. I appreciate that. 

In the very last part of your testimony here on page 7, if you want 
to refer to it, you say, “Our onions now are on the free market.” 

Just for the record, what are you referring to there? 

Is it that the delivery months pos closed off and you are not then 
operating in a market in which there are delivery months on futures 
contracts. 

Mr. Anson. That is correct. We are not influenced by either any 
carryovers on account of that has all been cleaned up, all of the back- 
wash, you might say, from the trading sales, storages, or what have 
you, are out of the market, have disappeared and we are now trading 
on what we in the onion industry call a free market, where supply and 
demand and the natural flow of onions control the situation. 
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Mr. McIntire. What month is the last delivery month? 

Mr. Anson. March 12 is the last day of the market. But, of course, 
we have a hangover. 

Mr. McInvrre. That is‘correct. 

Mr. Anson. Just like these lost weekends, you don’t always get over 
it after the night before and it took us 6 weeks to get over this hangover. 

Mr. McIntire. When is the next delivery month? 

Mr. Anson. Let’s see, they start in, I believe it is November. I will 
have to turn to look to some of these potato men from Idaho who have 
been living with it for a long time. 

Mr. McIntire. So between the delivery date of March 15, which 
closes out the March contracts, until November, the onion industry, 
in those areas that are coming into marketing and harvesting and 
marketing, are not influenced by the deliveries on the board or the 
price for the delivery ¢ 

Mr. Anson. Not until they start publishing their new prospectus 
and their estimates and all of that in the fall, which does not bother 
us at all. 

Mr. McIntire. Thank you. 

One other question: When is your onion deal over generally in this 
area ? 

Mr. Anson. It will be in July this year, June or July. 

Mr. McIntire. And normally begins what month? 

Mr. Anson. It begins in February, late February. 

Mr. McIntire. Thank you. 

Mr. Grant. Are there any other questions? 

Mr. Jounson. Are those full-grown onions that you market in 
March ¢ 

Mr. Anson. Oh, yes. Maybe they are not quite as matured as some 
of the later ones, but they are. 

Mr. Kine. Mr. Anson, I judge from your recital of the price trend 
this year that the Department of Agriculture did not do you any favor 
by developing an earlier maturing onion ? 

Mr. Anson. Well, in this particular instance, the ghost came home. 

Mr. Grant. Mr. Heimburger, committee counsel, wishes to ask a 
question. 

Mr. Hermpurcer. Mr. Anson, I was just interested in your com- 
ments on the activities of the Commodity Exchange Authority, in 
trying to work out some rules and regulations that might help this 
situation. 

I did not want those who might not be intimately familiar with 
the thing as I know you are, to get the impression that the Depart- 
ment of Agriculture had had an unlimited time in which to try 
to do that. 

As you are aware, of course, they had no authority to regulate the 
trading of onions until the passage of Mr. King’s bill, some short 
time ago. 

Mr. Kine. Last year. 

Mr. Hermepurcer. Just last year. 

So that you understand that, of course? 

Mr. Anson. Yes; we understand it thoroughly because if you 
know, if you continue to take medicine that you don’t like you are 
going to do one of two things: If you can’t spit up the medicine 
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you will refuse to take it. That is what we do. We couldn’t see how 
it could correct it. It didn’t suit us at all. 

Mr. Hermpurcer. I think that is quite possible. Certainly you are 
entitled to that view of the thing. T did just want to make it clear 
to those who might not be as familiar with the situation as you are 
that they have not had since the year 1 in which to work on this 
thing. 

Mr. Anson. Well, Mr. Counsel, we are most considerate of their 
efforts, but when the grower himself has decided, everything had 
14 years to try it out, there isn’t any rule that will nals it work, 
I believe that they should have had and received more consideration 
from the Division on the requests and not be told very bluntly, you 
might say, that “We haven’t time to give this a full consideration and 
you will just have to wait until we do.” 

If we go through another year like this last one, I am sure this 
year’s manipulations cost Texas onion growers no less than three to 
four million dollars. You can call that kind of pill, you can coat 
it with anything you please and they still don’t like it. 

So, I don’t think they can make a rule we will like. 

Mr. Hermevrcer. You say that the onion growers in Texas over- 
planted about 20 percent this year on the basis of these false hopes 
that were stirred in their breasts ? 

Mr. Anson. That is right. They were not a bit smarter than any 
other grower in the United States who had been influenced by what 
he thought might be a situation that would be good. 

Mr. Hermpurcer. In the absence of any trading on the futures 
exchange, Mr. Anson, what do you as a man experienced in this cro 
estimate that 20 percent overproduction would have done to you, wit 
or without futures trading? 

Mr. Anson. In the first place, Mr. Counsel, I don’t think we would 
have had it. 

In the second place, the onions that were really competing with 
spring onions came out of storage, and were maneuvered around by 
the board, would have undoubtedly moved out earlier in the regular 
channels and even if the heavier acreage would have been there, they 
would have moved normally if we had not had a fictitious situation. 

Mr. Hermpurcer. The 20 percent would have affected the price? 

Mr. Anson. It is bound to. Any increase of that much would affect 
any crop, sir, unless you had a disaster some place. 

Mr ErMBURGER. But there were in addition onions which were 
sort of in hiding which came out at the date of these contracts? 

Mr. Anson. That is right. 

Mr. Hermpurcer. That affected the market, also? 

Mr. Anson. That is correct. 

Mr. Jounson. One question: Is it not possible for your Texas 
growers to sell on that futures market if they wished to? 

Mr. Anson. No, sir. 

Mr. Jounson. They cannot contract to somebody to deliver a car at 
the price in December ? 

a Anson. We are not allowed to put our onions on the board at 
all. 

We are allowed to give money to the crapshooters but not allowed 
to hold the dice. 
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Mr. Hermpourcer. Excuse me, Mr. Anson. You, like any other 
citizen who has the buck in his pocket or credit available, could have 
bought or sold futures contracts on the market, whether you had any 
onions to sell or not. 

Mr. Anson. Well, that is true. Any man with money can go buy. 

Mr. Jounson. The thought that was in my mind, a Texas farmer 
or a few of them, that were going to raise two carloads of onions be- 
tween them, could have offered to deliver on the board of trade, 
could they not, at the price that was offered ? 

Mr. Anson. Well, Mr. Johnson, forgetting they have any onions of 
their own growing, and forgetting that those onions are going to be 
loaded later, Texans are not any different than New Yorkers or Michi- 
gan growers, Wisconsin or any of the rest of them. I dare say over 
the 14 years they have ventured a few dollars up there and gotten 
‘stung on the situation. They don’t go back, you know, as a rule when 
- appens. You don’t bet on that horse twice after he loses, you 


ow. 

Mr. Kina. I think anybody can gamble but Texas onions cannot 
‘be delivered against the board and when the Texas crop comes on, the 
‘board is really closed so far as delivery time is concerned. 

Mr. Jounson. I see. 

Mr. Kine. So Texas onions are not traded on the board. 

Mr. Jounson. I came in a little late. I did not understand that. 

Mr. Grant. Thank you very much. 

Mr. Anson. Thank you. 

Mr. Grant. We have two other Congressmen here who are very 
‘much interested in this problem. Congressman Coon of Oregon, 
‘would you like to make a statement. 

Mr. Coon. Whenever my turn comes. 

Mr. Grant. We have had some visiting Congressmen here who have 
had to go to other committees. We have Friday set here for Members 
-of the House. I thought if you and Congressman Budge wanted to 
make a short statement at this time you would have the liberty of 
-doing so. 


If you want to make a more formal statement, you can come back 
Friday. 


STATEMENT OF HON. SAM COON, A REPRESENTATIVE IN CONGRESS 
FROM THE SECOND CONGRESSIONAL DISTRICT OF THE STATE 
OF OREGON 


Mr. Coon. I appreciate the opportunity to appear here before this 
- committee. 

I am Sam Coon and I represent the Second District in Oregon. 
And Malheur County that is in my district is an important onion- 
growing section. And I am in support of this legislation, to prohibit 
trading in onion futures. 

Onion growers feel that the futures market has been harmful to 
‘them, that futures trading has resulted in lower prices. 

First, it has caused overplanting as traders may contract acreage 
for the purpose of speculating in the onions grown on it with the 
futures contract being sold back and forth many times. 

Somebody ends up with the contract when the onions are ready for 
:market and sometimes several hundred carloads of onions may come 
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into Chicago at about the same time. Speculators may sell these for 
what they may bring and disrupt the market price. 

Thus onions are contracted for.in. quantities larger then normal 
consumer demand for speculative purposes. The onion growers are 
the people who suffer from the low prices which result. 

In my opinion, abolition of trading in onion futures would cut this 
speculation in onions, and acreage planted would revert to something 
like what the consumer demand justifies. 

The onion growers are not seeking subsidies or supports. They 
just want a true supply and demand market, uncomplicated by the 
future speculation. 

Mr. Chairman, that is all I have to say, but Mr. Clarence Lee of 
Ontario is here and wishes to testify. I suppose you will bring him 
on whenever scheduled to come on. 

Thank you very much. 

Mr. Grant. Thank you very much, sir. 

Mr. Coon. Thank you. 

Mr. Grant. Congressman Budge, would you like to make a state- 
at this time? 


STATEMENT OF HON. HAMER H. BUDGE, A REPRESENTATIVE IN 
CONGRESS FROM THE SECOND CONGRESSIONAL DISTRICT OF THE 
STATE OF IDAHO 


Mr. Buper. I do not want to take the time of the industry witnesses. 
I do wish to express my appreciation to the chairman for conducting 


the hearings in Washington, also the hearing in Chicago. 

I would like to state to the committee that I am a in 
favor of this legislation, and I hope that the committee will see fit 
to act favorably on it. If I may have permission from the Chair, 
I should like to file a statement with the committee. 

Mr. Grant. That will be accepted. 

(The statement is as follows :) 


STATEMENT OF REPRESENTATIVE HAMER H. BupGE, SECOND CONGRESSIONAL DistTRIOT 
or IDAHO 


Mr. Chairman and members of the committee, in this written statement I wish 
to supplement my brief oral remarks made before the committee on Wednesday 
in relation to the bill presently being considered by you. I am in complete agree- 
ment with the objectives of H. R. 7920 which would abolish trading in onion 
futures on the board of trade. 

I will not attempt to present technical information on the problem before the 
committee, that has been amply done by representatives of the industry. But 
I do want to assure you that from firsthand observation and study I am con- 
vineed that the onion grower, the onion processer and dealer is not getting a 
fair shake. From our area in Idaho, and I have gone over this carefully, there 
is unanimous agreement that something needs to be done to correct the present 
situation. It is not a healthy condition and if some action is not taken thousands 
of growers will continue to be adversely affected. It has grown to such signifi- 
cance that not only the individual farmer is concerned but he is supported 
by the formal farm organization, the chambers of commerce and all persons 
affected by the economy of the areas growing onions. 

It appears to me that what the onion people are asking is simple and direct 
and without cost. This is something quite new as far as we as legislators are 
concerned. It is not often that such an opportunity is presented before us. 
By a rather simple legislative procedure thousands of growers, processors, 
dealers, and shippers of onions can be helped and the only individual to be 
harmed is the speculator—as far as I can observe. 
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I am in full support of this legislation and respectfully recommend to this 
special committee that it be approved. 


Mr. Grant. The next witness is Mr. John Hardwicke. 


STATEMENT OF JOHN B. HARDWICKE, CORPUS CHRISTI, TEX. 


Mr. Harpwicke. Mr. Chairman and members of the committee, m 
name is John B. Hardwicke, resident 239 Ohio Street, Corpus Christi, 
Tex. I have been engaged in the Texas onion business since 1919, 
and have shipped 25,000 cars of onions during the past 37 years. 

I am a partner with my two sons in John B. Hardwicke Co., Texas 
onion growers, buyers, packers, and distributors. We grow crops 
ourselves, grow crops with other growers, and market crops for 
growers in the Rio Grande Valley, Coastal Bend, and north Texas 

istricts. 

Our first onions start moving about March 1 and our shipping 
season ends in north Texas about June 15. During this 314-month 
period we harvest and ship 600 or more cars of onions, which we sell 
to all parts of the United States and Canada. 

I have been asked by the Texas onion growers and shippers to 
apees before you and give you our reasons why we feel that onions 
should be removed from trading on the mercantile exchanges, and 
to show you why future trading in northern onions has had a de- 
moralizing effect on our Texas onion deal, at least during the months 
of March and April, which used to be our best months in which to 
market Texas onions. I have brought with me letters from a good 
many Texas growers and shippers which I would like to read to you 
after I complete my testimony. 

There has been so much excellent statistical information furnished 
you, like the four-page paper by Mr. C. H. Burns, of Nampa, Idaho, 
that I will not burden you by any more statistics than necessary ; 
but I am going to try to give you an honest heart-to-heart talk on 
this subject, and show you why both the House bill, H. R. 7920, and 
the Senate bill, S. 3204, to abolish future trading in onions should 
be passed as soon as possible, and the onion industry given back to 
its own people. 

Let me stress these facts: 

Here you have a small agriculture industry which has never had 
any Government price supports; but which was placed under rather 
low and rigid price ceilings during the war, coming to you gentlemen 
now and asking for help. 

We are not asking you for any Government handouts. We are not 
asking for any price supports. We are simply telling you that, in 
our opinion, future trading in onions has so disrupted the onion busi- 
ness that it is ruining the actual onion growers; and we are asking 
to have these bills passed so that the onion industry can get back on 
a legitimate supply-and-demand basis. 

I think you gentlemen know that such an overwhelming number of 
the growers, shippers, and distributors of actual onions would not 
be complaining so bitterly if we did not think, and did not have excel- 
lent reasons to believe, that our business was being literally ruined 
by this onion future board. 

Why would the National Onion Association, the United Fresh 
Fruit & Vegetable Association, the Texas Citrus & Vegetable Growers 
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& Shippers, the Malheur County Onion Growers Association, the 
Southwest Idaho Growers Association, the New York State Farm 
Bureau, the Oswego Nae Growers Association, Oakfield & Elba 
Growers, the Colorado Potato Growers, Empire State Potato Club, 
and the Genessee Orleans Vegetable Growers Cooperative Association 
pass resolutions eens that future tradings in onions be abolished ? 

These folks represent the men who till the soil, raise, harvest, pack, 
ship, sell, and distribute the actual onions. Why would the great 
Texas Citrus and Vegetable Growers and Shippers organization 
insist that their executive manager, Austin Anson, meet with you 
today to tell you “The house is on fire and we want something done 
about it right now”? 

Why am I here at my own expense? I am here without any malice 
in my heart or hard feeling against anyone simply to tell you I 
think our farmers are being ruined by such tactics as have taken 
place during the past onion season; and which I think will take place 
in many more years to come if we don’t get rid of the onion board 
now and forever. 

I have no personal hard feelings against the brokers or members 
of the selechaatite exchanges. aturally they want to keep on 
gathering in the huge profits they have been making on brokerages, 
not to mention big profits some parties have made by taking positions 
on the market. 

Now, let us look back at what happened last fall. There were 
55,840 acres of onions planted in the northern States in the spring of 
1955, which produced as many, or more onions than were needed to 
supply the United States during the fall and winter months. 

lowever, there were heavy rains in Orange County, N. Y., and 
western Oregon during the early fall; and these facts were highly 
publicized; and the brokers really got people to buy onion contracts. 

Prices on March contracts were pushed up to a high of $2.75 per 
50-pound sack in the fall. This interfered with the normal marketing 
of the crop, as most of the water-logged onions which were supposed 
to have been ruined, were saved and trucked into the markets. 

This kept the cash markets lower than the future markets and many 
growers refused to sell their good onions at the prevailing cash mar- 
ket prices, and held them in storage for higher cash prices. This 
caused an unnatural condition and a perfect setup for speculators to 
sell the market short and make a killing. 

Also the reports of water damage to Orange County, N. Y., and 
western Oregon, and the fast runup in the futures market caused the 
Texas growers to plant one of the largest and earliest crops on record. 

Then here is what happened, gentlemen. After the northern grow- 
ers had salvaged most of the water-logged onions, and after the Texas 
growers had swallowed the hook, line, and sinker and planted an 
extra large acreage of early Texas onions, the stage was perfectly set 
for the shorts to make a killing. 

By the latter part of December there were between 500 and 600 
cars of onions stored in cold storages in Chicago and the onion deal 
was doomed. In place of the market being based on supply and de- 
mand, it was tremendously affected by the Chieags futures market. 


There were 147,835 cars of onions traded on the mercantile ex- 
changes in 1955, which at $20 per car brokerage, figures brokerage 
charges of $2,956,700. I think investigation will show that a sub- 
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stantial percent of the people buying these onion contracts were peo- 
ple not connected with the actual onion business, as only 2,397 actual 
cars or 114 percent were delivered ; and some of these cars were bought 
by actual northern onion — and shippers in an effort to move 
them into consumption and to support the market. 

Tabb’s Onion Service—I will quote from that. Here is the quo- 
tation : 

We have reason to believe that a number of onion growers have bought some 
or all of the cold storage onions to keep them from being delivered on the board. 

In other words, they were trying to save the market. 

However, onions went down from a high in the fall of $2.75 for 
March contracts to a low of 10 cents per 50-pound bag delivered 
Chicago during March 1956. Just imagine, gentlemen, the price of 
onions being manipulated down to 10 cents per 50-pound sack deliv- 
ered Chicago when the bag that the onions are packed in costs about 
20 cents. 


You may wonder how onions could go that low, but it is caused 


largely because a lot of these onion contracts are bought by people 
not in the onion business who have no place to sell the onions, and, 
therefore, forced either to sell out for what they can get or take de- 
livery of the onions often on a glutted Chicago market. That is how 


they put them down so low. 
Without rs any names, but I have the circular letters here, 
I would like to quote from one Chicago broker’s letter to the trade: 


Chicago, March 2, 1956: The onion market is traveling the course laid out 
by the onion men who give so freely of their time to discourage investors and 
speculators from trading in onions. We are wondering how they feel now 
with a dead market on their hands? Novices should never tinker with money 
or markets. 


Then, here is a followup letter dated March 9, 1956: 


There are now some new rules that will govern the onion market during 
1956 and 1957. Our first look tends to make us fearful of these rules, so we 
caution against buying until you analyze the effect that these changes may 
have on values. We will always maintain that we cannot limit the buying 
power of a trade without lowering the price of the commodity traded in. This 
will be a true statement tens of thousands of years from now on, so be careful. 


It was during this time that onions were fast approaching that 
all-time ridiculous low of 10 cents per 50-pound bag delivered Chi- 
cago; and remember, the new rules that our broker friend says he 
is afraid would lower the price of the commodity traded in had not 
gone into effect yet. 

I will now quote from Tabb’s Onion Service Market letter dated 
Chicago, March 13, 1956, to show you what we were up against when 
we tried to sell our early Texas onions: 


There were seven cars of Texas onions that arrived in Chicago yesterday 
by rail. In addition, there were several truckloads that showed up. The local 
buyers showed no interest in buying any Texas onions. Receivers were asking 
$1.85 for Granex mediums that come in by rail. One or two truckloads of 
Granex mediums were sold at $1.75 delivered South Water Market. The local 
trade was taking the cheap old onions. Fresh pack onions, which came in from 
the country for delivery on the board, are being offered at 40 cents per bag. 
Cars of onions out of storage that were run around to the team track were 
bringing 25 cents per bag. 


Now, gentlemen, what happened to our Texas onion deal this year? 
It started out a disaster and the first 7,500 cars brought very little 





i80 FUTURES TRADING 


over harvesting and packing charges. I quote from Tabb’s Onion 
Service Bulletin sant Chicago, April 3, 1956: 

The onion market is disaster, Still a few old onions around and they are 
bringing very little salvage. Texas onions are down to harvesting and packing 
charges. The onion deal is a sorry affair. 

However, nearly all of the Texas growers and shippers harvested 
only the best quality onions and left the small and off grade onions 
unharvested in the fields. Also, many growers plowed their onions 
under when they saw their onion crops were almost without value, 
and planted grain and other crops on the onion land. 

So, in spite of all the dire predictions and Government reports show- 
ing a supposed Texas production of over 17,000 cars when 12,000 cars 
is enough, the onion market has shown a marked improvement since 
the first of May. This will benefit the late Texas onion areas, but 
not the early Texas onion sections which had already shipped 7,500 
cars at red-ink prices. 

These facts, in themselves, should show you, gentlemen, that the 
onion industry is better off without any future market or brokers 
to tell us what our onions are worth. As long as the influence of the 
onion board and the storage onions delivered on the board prevailed, 
our Texas onions were also very cheap. 

The Texas onion market last oatey, May 14, 1956, was $1.75 per 
50-pound bag for United States 1 Yellow Bermuda medium onions, 
free on board, Winter Garden, Tex., loading points. This would 
figure about $2.25 per 50-pound bag delivered, Chicago, Il. 

This gives a good return to the grower and shows a market con- 
dition healthy enough to give everyone a decent profit; and it is 
based on actual sales of actual cars of onions, to go to the consuming 
trade. 

It is my honest opinion, gentlemen, that if March, April, and May 
Texas onions had been a were being traded in on the mercantile 
exchanges, enough cars of off-grade onions, like the Texas growers 
left in the fields, would have been accumulated as a club over the 
market by the shorts, and the whole Texas deal would have been a 
disaster; and they certainly could have pointed to all the statistics 
to prove to you why it should have been so. 

You may be later presented with a lot of charts and statistics by 
economists to show you why future trading in onions should be good 
for the onion market. This reminds me of a certain definition which 
says, “That sometimes an economist is a person who tells you why some- 
thing should be that isn’t”; and in my opinion this certainly applies 
to the supposed helpful effects of future trading on the onion market. 

I believe, if you gentlemen will thoroughly investigate the trading 
in onion futures, you will find thousands of doctors, lawyers, mer- 
chants, and other laymen in our various towns and cities, who have 
been lured by brokers’ letters and phone calls into buying onion con- 
tracts, and that most of them have lost substantial sums of money. 
I believe you will find many growers who have been fleeced to further 
the interests and profits of the brokers and manipulators on the mer- 
cantile exchanges. 

There is another thing I am wondering about: 

Why, oh, why, would the Chicago Mercantile Exchange use a ficti- 
tious name and picture and symbolic se in their large ad in 
the January 28, 1956, issue of the Kansas City Packer, wherein they 
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quoted Mr. John R. Jones of the Jones Farms, Smithville, N. Y., as. 
being a very happy onion grower who sold short on the board and 
made a lot of money supposedly hedging his onions. 

Why didn’t they use a real Son satisfied onion grower who wanted 
his picture in the paper as being in favor of the onion futures board ? 
Could it be that most of the growers, if they did sell short on the board, 
sold at around $1.75, lost their money and margins when onions were 
pushed up to $2.75, and then got a very low price or possibly almost 
nothing for their actual onion crop? 

This is the ad which is symbolic—remember there is no Mr. Jones, 
and there are no onions. It was in the January issue of Packer. 

Now, I.wish to discuss another matter that. has come. up whereby 
the mercantile exchange officials agree that some things have been 
bad, and that some reforms should be made. 

They have recently met and made some new rules which limit the 
amount of onion contracts any one firm or individual may carry either 
on a long or short basis to 300 cars in any one day with a maximium of 
200 cars in November, 150 cars in January, 100 in February, and 100 in 
Harch, also only U.S. No. 1 onions are deliverable, whereas previously 
onions with 3 percent and 4 percent decay were deliverable in January, 
February, and March contracts with discounts. 

Also, onions deliverable in an approved cold storage were deliverable 
only with a 25-cent-per-bag allowance. Also, onions placed on track 
much be inspected and delivered within 5 business days, and no more 
than 5 business days shall elapse between any subsequent delivery. 

Frankly, gentlemen, these new rules may qr to keep onions from 
going to 10 cents per bag delivered Chicago like they did this year, 
but I don’t think a an keep the onion board from being a disrup- 
tive, destructive factor for the onion growers and the onion industry. 

Mr. C. H. Burns states in his report submitted to you at the March 
Chicago hearing that the statistics will show that there are only 
15,000 to 16,000 cars of onions grown in the United States that are 
eligible for delivery on the mercantile exchanges. 

t us say there were 25,000 cars grown in the United States that. 
are eligible for delivery on the mercantile exchanges. Let us say 
there were 25,000 cars grown in the United States that were eligible 
for delivery on the board. 

Even then with the above limits 50 persons or firms could be long 
or short as much as 15,000 cars through January, 10,000 cars through 
February, and 5,000 cars through March, which, in my opinion, will 
certainly give speculators plenty of opportunity to camel influence 
the upswings and downswings of the onion market. 

The 25-cent-per-bag discount on cold-storage onions will cut down 
on the cold-storage holdings in Chicago, I think, but there is nothing 
to prevent the shorts from rolling hundreds of cars into Chicago for 
delivery and then rolling them out for sale in outlying markets. 

The requirements that only U. S. No. 1 onions can be delivered and 
the 5-day time limit on delivering cars placed on track are good ones. 

The onion board definitely causes over production of Northern 
onions by quoting prices 8 to 10 months ahead of time. I have here 
a market letter dated March 13, 1956, quoting March Chicago onions 
at 20 cents per 50-pound bag delivered Chicago. 

At the same time it is quoting November 1956 onions at $1.51 and 
January 1957 onions at $1.79 per 50-pound bag delivered Chicago. 








182 FUTURES TRADING 


This could certainly encourage operators to grow onions for board 
delivery. In fact, I have here a Chicago broker’s letter dated Decem- 
ber 21, 1955, in which he states that, in his opinion, the three existing 
evils which are causing low prices are: 

First: Overproduction. 

Second: The growing practice of financing growers, not only to grow the 
crop but also to hedge the crop before it is in a stage of development, without 
any financial obligation on the part of the grower, which is the seed of over- 
production. 

Third: The accumulation of large quantities of onions in cold storages, and 
in localities where the stock is not needed and left to hang as a weight over the 
market. 

In my opinion, gentlemen, under the new rules all these things can 
still be done, with the exception that there will be 25 cents per bag 
penalty for delivering cold storage onions. 

In my opinion, onions are not a suitable commodity for futures 
trading, as the volume of onions grown and used is so small that the 
onion crop will always be subject to manipulation by speculators if 
onions are trade in on mercantile exchanges. 

Also, onions are a perishable crop, and I don’t think they meet the 
definition of a commodity suitable for trading on the exchanges. 
Simply rolling cars of poor quality onions, showing decay, and selling 
them to jobbers in the terminal markets will damage and depress 

rices. 
r Just compare onions with cotton for illustration. 55,000 acres will 
grow as many northern onions as are needed to supply the entire 
United States during the fall and winter months, and the onions are 
erishable; whereas 12 to 15 million acres of cotton are often grown 
in the United States in 1 year and it is not perishable. 

My idea about it, gentlemen, is that as long as there is an onion 
futures board and profits can be made by depressing prices, there will 
be individuals and groups that will find a way to do it. 

Onion prices can be depressed by rolling in heavy deliveries, by sell- 
ing poor quality onions in actual trade channels, by acenenlatiny 
excess supplies in localities where the stock is not needed, by importing 
large quantities of onions into the United States from foreign coun- 
tries, and by the real early planting of excessively large acreages of 
real early varieties of onions in Texas by operators who would be 
short on the March position. 

When you make up your mind about these matters, gentlemen, let 
me ask you: Which is the most important, the welfare of the 18,000 
persons who actually grow, pack, ship, and sell the actual onions, or 
the millions of dollars made by the few brokers and mercantile ex- 
change operators? 

When prices are unusually low the farmers have to pay cheaper 
wages to people working in the onion fields and this causes hardships 
and suffering to additional thousands of families. 

I realize that eliminating the board trading will not prevent over- 
production at all times, or cheap prices at some times, but there will 
not be groups trying to drive prices down to dirt cheap levels for a 
profit. Everyone will be trying to get good prices, eliminate the off- 
grade onions and move the onions into actual consumption. 

In other words, I think that in place of holding their heads in their 
hands and being buried in despair, the northern onion growers and 
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shippers will put on advertising campaigns and sell more and better 
onions to more people; and you will never see such a thing as good 
onions selling for 10 cents and 25 percent per 50-pound bag delivered 
Chicago. 

In conclusion, I will say that I see no other way to solve this prob- 
lem, except to eliminate onions from future trading on the mercantile 
exchanges of the United States. 

Thank you. 

Mr. Grant. Thank you very much. [Applause.] 

Mr. McIntire. Would you put into the record an approximate figure 
of the cost of production of onions in your area in Texas? 

Mr. Harpwicke. Well, sir, I can tell you pretty closely. We grow 
onions in the valley and the coast, too. In the lower valley it costs 
them about, let me see, about 60 cents a sack to grow them in the valley. 
That is in the Rio Grande Valley. 

Mr. McIntire. Before the harvest ? 

Mr. Harpwicxe. While in the field. It costs them about 80 cents a 
sack at Laredo, and it costs about 40 cents a sack in the coastal bend. 

Mr. McIntire. What weight in the sack? 

Mr. Harpwicke. The sacks hold 50 pounds. We usually put a little 
more, 53 or 54. 

Mr. McIntie. That is field run, not graded basis? 

Mr. Harpwicke. Field run. By the time you grade them and all it 
costs more. 

Mr. Grant. Thank you very much. 

Mr. Harpwicxe. If you have any more questions I will do the best 
T can. 

Mr. Grant. We have a good many witnesses here. 

Mr. Harpwicke. Thank you. 

(The following data was submitted by Mr. Hardwicke:) 


Tue R. V. Dustin Co., 
Laredo, Tex., March 15, 1956. 
GRANT SUBCOMMITTEE, 
House Committee on Agriculture, Chicago, Ill. 


GENTLEMEN: We wish to go on record with you as being opposed to onions 
being traded on boards of exchange. 

Our reasons for opposition are these: 

First, we believe that no perishable commodity should be traded on boards of 
exchange. Onions, being a perishable commodity, certainly does not lend itself 
to trading in the same sense and manner as oats, corn, wheat, eggs, etc. The 
degree of protection afforded by storage is very limited, and after a certain 
duration of time, onions must be marketed regardless of market conditions or 
prices. 

Second, the trading actions on the boards, in the past, have very definitely 
affected the acreage plantings of onions in Texas, and there is no reason to 
believe that the same will not continue to occur in the future. It is certainly 
a more healthy situation when a crop acreage and planting is based on antici- 
pated demand and use, instead of being based on conditions, usually speculative, 
as reflected or brought about by trading actions on the boards. 

And, lastly, in the past several years, board trading has thrown our crops 
out of “kilter’” and orderly marketing. There is certainly nothing orderly as 
concerns marketing in board trading. Past records and history will show that 
board tradings have very definitely affected market and marketing conditions. 
When onions are thrown into the open market just prior to the harvesting season 
in Texas at salvage prices, prices even less than the cost of harvesting and bag, 
it causes a demoralizing effect throughout the industry and trade, even reaching 
the housewife. We growers here in Texas are made to suffer and have to take 
it on the chin for something over which we have no control, for there is no 
questioning the fact that we would have had, in the years past, a more orderly 
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marketing of onions and a fair price and grower return had there been no such 
thing as onion trading on the boards of exchange. We are in our early stages 
of harvest in Texas at the present time and we are faced with a situation right 
now as stated above. 
As a grower of onions we certainly want, in no uncertain terms, to go on record 
as opposing onion trading on the boards of exchange. 
Yours very truly, 
Tue R. V. Dustin Co. 
By Rosert V. Dustin, Jr. 


O’KEEFE Bros., 
Laredo, Tezx., April 2, 1956. 
Mr. Jonun B. HARDWICKE, 
John B. Hardwicke Co., Odem, Tez. 


Dear Mr. HarDWIcKE: It is our understanding that you and Mr. Austin Anson 
will represent the Texas onion industry at Washington later this month in a 
hearing before an agricultural subcommittee in an effort to abolish the trading 
of onions om commodity exchanges. 

We would like to qualify our right to speak on this subject by stating that we 
have been engaged in the growing and shipping of Texas onions for nearly 50: 
years. 

We feel that the practice of onions being traded on futures boards is extremely 
detrimental to the entire onion producing industry, and especially to Texas pro- 
ducers because we are very definitely affected by the manipulations and propa- 
ganda of this operation, but our onions:«cannot. be hedged on. the board. The 
closing of March futures at the 10 cents to 20 cents per bag level with the 
resultant disastrous influence on our early Texas shipments is an example. 

Further, we do not believe that the anual production of onions which can be 
traded on the board is of sufficienct volume to prevent speculators from running 
prices up or down almost at will, and we believe investigation will show that 
at times the market has been run up in order to cause heavier than normal plant- 
ings of storage type onions. 

We could cite numerous reason to support our idea that onions should not 
be traded on the exchanges, but suffice it to say that we as farmers believe we 
are being forced out of the onion business because of the operations of traders, 
many of whom would have no idea what to do with a car of onions if they were 
forced to take actual delivery. 

Yours very truly, 
O’Kk&ere Bros., 
By LyMAN D. O'KEEFE. 


MoKinney, Tex., March 18, 1956. 
Mr. Joun B. HARDWICKE, 
Odem, T'ez. 


Deak Mr. HaRDWICKE: As a grower of onions, with considerable acreage in 
Texas and Colorado, I am now, and have been for a long time, against onions 
being traded on the various exchanges. 

In the first place onions, nor any other fruit or vegetable, lend themselves 
for trading. It is too small a trading commodity, and being perishable, subject 
to too many outside influences. 

The rules of trading, as fixed by the exchanges, are mostly pointed in one 
direction, and that in favor of the seller. Being a grower and shipper, we 
have observed the influence of the board, and it does not reflect true values. 
One time it is too high, and another time it is too low. Many times we have 
sold onions free on board, Colorado, for a much higher price than the board 
showed delivered Chicago. 

This is brought about solely by the shorts or longs, as the case might be. 

We have never asked the Government to support our industry with any kind 
of subsidy, but we would like to be protected from these outside influences, 
that have never distributed a single car, in regular channels of trade. 

We fear that if these exchanges are allowed to continue, that they will expand 
to other commodities, such as fruits, possibly some other vegetable. What would 
keep the exchanges from submitting cabbage for trading? They can and would 
do it, if they could develop enough trade to support it. 
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It does the industry no good. It is definitely a detriment to the industry. 
I have talked to many growers over the country and have not found a single 
grower that does not want to get his product off the exchanges, as it has cost 
the growers millions of dollars. 

Sincerely yours, 
IKE GRIFFIN. 


G. D. ZimmMerRMAN & Co., 
Big Wells, Tc#.; March 16, 1956. 
JOHN B. HARDWICKE, 
Odem, Tez.: 

Inasmuch as you are going to represent Texas onion growers at the Grant 
subcommittee of the House Committee on Agriculture hearing in Chicago. 
March 24, I know you will make it plain to those people that we are all strong 
against trading in onions on boards of exchanges—that trading on boards of 
trade is simply speculation and gambling and those who engage in its are not 
thinking of the interest of the growers but rather protecting their bets, and the 
whole process simply tends to disorganize the market. 

With best wishes for your success, I remain, 

Yours truly, 
GLEN ID. ZIMMERMAN. 


Crystau Ciry, Tex., March 17, 1956. 
Mr. JoHn B. HArRDWICKE, 
Odem, Tez. 


DeaR Mr. HArpWIcKE: As a grower of onions I want to register as against 
onions being traded on boards of trade. I consider that onions being a perish- 
able product does not belong, or rather does not qualify as a product that should 
be traded. 

I feel that the present situation is as good a reason as any, to show that the 
boards of trade do not reflect true values. I understand that the board prices 
are between 10 to 15 cents per bag for U. S. No. 1 delivered Chicago, whereas 
the country free on board prices are between 65 to 75 cents free on board 
Michigan for U. 8. No. 1 onions going into the channels of trade. 

Many reasons can be given why our business is being adversely affected by 
the reason of having them traded on exchanges. There is no good reason for 
having it. 

Sincerely yours, 
Dave C. Carr. 


FARMERSVILLE, TEx., March 14, 1956. 
Mr. JoHN HARDWICKE, 
John Hardwicke Co., 
Odem, Tex. 


Dear JOHN: Operation of the board of trade on onions has continually created 
artificial situations which in the hands of a few is a tool for the destruction of 
growers and distributors of onions. 

The psychological effect in the transition of such artificial situations into 
reality has caused a shock to the industry which if repeated will absolutely 
kill the onion industry. 

My market report shows board onions (March) on March 13 as 20 to 24 cents 
per bag, which price just does pay for the bag. What are the merits of any 
system that allows these onions to be in Chicago at mere bag cost? 

Onions should be removed from board operations because the actual day-to- 
day—hour-to-hour—history of the onion board proves beyond a doubt that the 
board does not serve the public interest. 

Sincerely, 
CLIFFORD CARPENTER. 


Mr. Grant. Mr. Roy Porter, of Elba, N. Y. 

I realize that a good many of you wish to leave the city today so 
if anyone wishes to submit their statement for the record, it would 
be printed in full, and then make extemporaneous talks to brief the 
statement, it would be perfectly all right. 

You may proceed, 
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STATEMENT OF ROY A. PORTER, ELBA, N. Y. 


Mr. Porrer. My name is Roy A. Porter. I am from Elba, N. Y. 

We are here to give and to hear testimony on the pros and cons 
of onion and potato futures trading. I will deal mainly with onions 
because they are most responsible for my farm income or lack of the 
same. 

So there be no misunderstanding at the outset, I would like to make 
it clear that I am not opposed to futures trading. I am therefore 
very much opposed to its abolishment. I care to have no more con- 
trols put on it than is necessary to guide it properly, so that its func- 
tion of forecasting prices is lieu of existing supply and demand 
factors be uninhibited. 

It seems to me that the main reason for these hearings and for 
the introduction of the King bill is a result of the poor years income- 
wise since 1949 and more specifically, the very poor years of 1953, 
1954, and 1955. 

Jt is my opinion that there are many reasons why these years have 
been poor and that the futures market has had very little if anything 
to do with making them poor. 

With the risk of repeating other testimony given here and in 
Chicago, I would like to review briefly some factual history of the 
onion business. 

The per capita consumption of onions has remained quite constant 
for the past 20, 30 years. Since 1930 we have averaged approximately 
2014 pounds of onions er person per year. Of this 2014 pounds, 
approximately 10 pounds come from commercial production, while 
approximately 1014 pounds come from home gardens. 

It is interesting to note, however, that the home garden from 1930- 
39 supplied only 46 percent of the onions consumed but supplies 52 
percent now and has since 1940. The victory garden of wartime 
and the leisure time provided by the 40-hour week of postwar time 
has evidently taken away about 6 percent of our market for com- 
mercially grown onions. 

Our production of late summer onions or northern-grown onions, 
as they are often referred to, has, since the 1930’s far surpassed our 
production of people to eat them. Our production of onions from 
1928 to 1937 averaged 19,914,000 50-pound bags. 

Our population in 1930 was approximately 122 million. To com- 
pare this with the recent production and population figures, we find 
that the 1949-53 average production of onions to be 32,708,000 50- 
pound bags, and the population by the 1950 census to be approximately 
150 million. 

The estimated 1955 population is 161 million. Using the estimated 
population of 1955, we find that our onion production has increased 
nearly 40 percent during these 2 periods of time, while our population 
has increased by only 25 percent. 

Our exports from 1939 through 1945 averaged 1 million 50-pound 
bags and 1,900,000 bags from 1946 to 1953, or an increase in =< 
of 49 percent. However, our imports averaged 161,000 bags from 
1939-45, and 505,000 bags average from 1956-53, for an increase in 
imports of 68 percent. 

To summarize then, these are the facts. People in the United 
States are eating about the same amount of onions as they have for 





FUTURES TRADING 187 


some time. But since 1949 we have outproduced our population by 
approximately 15 percent and at the same time have increased our 
imports over a by 19 percent. This simply adds up to over- 
production and low prices with or without a futures market. 

The early spring onion producing States have also contributed to 
the situation in which we now find ourselves. They are now able to 
harvest and ship onions from the lower valley in Texas in mid-Feb- 
ruary. They are able to ship a volume of onions in March. 

This, 10, 15 years ago was not the case. New developments in seeds 
and growing techniques have made it not only possible but a reality 
that we must now cope with. Texas is also becoming a more im- 
portant factor in the summer producing periods, thereby eliminating 
some of the demand for northern grown onions in the early fall. 

Processing of onions has also increased since the war. Dehydra- 
tion along with canning of boiler onions has no doubt taken its toll 
on the consumption of fresh onions. There is no question that a 
pee onion was once a fresh onion but the processing industry 

nows how to do business also. They process a commodity when it 
is plentiful and relatively low in price. This in turn takes the peaks 
out of prices in periods of lower production. 

Another outgrowth of wartime and peak employment is consumer 

ackaging. e now have 13 million women working in the United 
States. wo-thirds of these women are housewives. 

As a result, the easy-to-grab, easy-to-store package has been in 
great demand. This type of merchandising has become universally 
adopted in the onion business with estimates of as high as 35 percent 
being sold in the 3-pound bag. 

Research done in Buffalo, N. Y., by Cornell University, showed 
that sales could be increased substantially by displaying 5-pound, 
10-pound, and bulk onions instead of the 3-pound bag. 

epackaging or consumer packaging has also taken its toll in the 
amount of money received by the farmer for his produce. The 
added labor cost, plus the added material costs of prepackaging has 
in a large part come out of the producer’s pocket. 

It has also resulted in a vedinced amount of produce sold off the 
farm to maintain consumption due to the significant reduction in 
waste along the merchandising channels. 

The continual increase in hotel and restaurant eating has also ac- 
counted for a considerable decrease in the amount of produce neces- 
sary to maintain consumption through efficient use of all produce. 
Modern refrigeration in stores and in eating places has reduced 
waste immeasurably. 

The substantial growth of chainstore and supermarket distribu- 
tion has eliminated much of the competition that prevailed in pur- 
chasing. These two types of merchandisers are well aware of poten- 
tial production and later actual production sometimes before the 
producers themselves. They are not easily misled by inaccurate esti- 
mates and are not excited easily by rumors and half-truths. 

The volume of produce sold through chains and supermarkets in 
comparison to independents, is nearing the 50 percent mark. They 
do as a result, command great respect from produce growers and 
shippers which in turn give them priority and, in many cases, make 
concessions to hold their business. 
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To deal with the hedging of onions and its desirability, some more 
facts seem necessary. Since 1940, the investment in farms in the 
United States has increased 189 percent. The investment per farm 
has increased 266 percent. The average farmer now has more than 
$14,000 invested for each man that works on his farm. 

This in terms of an onion farmer would still be low because of the 
high value of land necessary for onion production,and the specialized 
machinery that is used in cultivating onions. Per acre, there are 
very few crops that cost more to grow and harvest. 

This varies considerably with the land they are produced on but in 
New York State, the cost to grow an acre of onions would range be- 
tween $350 and $500. These facts to me seem to be the best possible 
reason for a futures market on onions. 

With very high investment in land and machinery, with very high 
costs per acre for production, it is good sound business to transfer 
some of this dollar risk involved by selling on a futures market to 
someone who wants to assume that same risk. We in the farming 
industry are subject to many risks. It is my belief that any risk we 
can avoid or transfer would be most desirable. 

One of the chief arguments of those who would have the futures 
market done away with is that the crop is too small. Based on com- 
mercial production only potatoes, lettuce, cabbage, and tomatoes out- 
rank onions in the amount we eat per person per year. If you take 
home-grown onions into consideration, only potatoes and cabbage 
exceed onions in per capita consumption. 

Another argument is that onions are too perishable. We should be 
thankful that they are. We can wipe the slate clean each year, carry 
over absolutely nothing, and try to adjust for the following year. 
They may be stored reasonably well for 5, 6 months if properly 
handled. 

From my observations over the past few years, it has been people 
in the industry that have received many of the deliveries trying to beat 
the law of supply anddemand. This necessitated long storage periods 
and in many cases complete capitulation to a very formidable enemy— 
oversupply. 

Many complain about the amount of money made by the brokers on 
the exchange. I feel the brokers are rendering aservice. Asa farmer 
and a potential hedger, they make it possible for me to sell my onions 
for my protection at the price I choose. I regard them no differently 
than any produce broker in any city in the country. 

Many claim that manipulation has taken place; they claim that 
millionaire manipulators have pushed onion prices up and down at 
will. However, it is my belief and past observations that these so- 
called manipulators had better be fundamentally right or they often 
become half millionaires before they are through. Moreover, I do 
not dislike the thought of a small portion of that million dollars 
brushing off on some people in the onion industry. 

I think the basic atlas with regard to futures trading is a lack 


of understanding and education. The board is not the dreaded 
monster that so many people in the industry think it is. If it were 
they would not teach its functions in colleges and universities, nor 
would large and reputable loaning institutions loan money for the 
purpose for which it is intended. 
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It is common knowledge for a farmer to know the best fertilizer to 
use, the best fungicide, the best insecticide, the best weed-killers, the 
jatest developments in machinery, the foremost storage and handling 
facilities. All these are forced on him by salesmen of every descrip- 
tion keeping him abreast of everything new in the production line. 
As a result he produces more. 

But the distasteful part is that these same salesmen don’t come back 
and tell him how to sell the added produce. Very little if any research 
is done to sell this increased production. The trade organization that 
he belongs to gives him the sad crop estimates but does nothing about 
anything to increase sales or for reduction of acreage. 

Why then hasn’t he transferred some of the risk to a speculator who 
thinks onions are a good buy on the futures market? y hasn’t he 
sold enough to get back his expenses and protect himself from possible 
low prices and in turn an operating loss? 

I think for one of several reasons. He may be absolutely unaware 
of the possibilities that hedging affords and I think there is a lar 
number in this group. Or he may be in the group or influenced by the 
group which I refer to as the “sour grape” variety. These are the 
growers that at one time or another have decided that it was their 
turn to become disgustingly rich. 

With their storages bursting with onions at the seams, and with 
delusions of grandeur, they called their brokers and bought on the 
futures market. This put ham on a one-way street, but unfortunately 
they came to a dead end. 

Brice started to dip and before they knew what had happened, they 
had lost two ways—on the board and with their cash onions. 

This type of onion grower became a gambler; and many gamblers 
lose. They became bitter and blamed the exchanges, the brokers; in 
fact, they placed the blame everywhere but in its rightful place— 
upon themselves. 

There’s a race track 6 miles from my house but nobody to my know]l- 
edge has ever been forced into its gates to bet the horses. If they choose 
to go and play, they must be aware that everybody cannot be a winner. 

firmly believe that our service organizations in onion farming 
communities should bend every effort to develop an understandin 
among farmers of the basic fundamentals of supply and demand, o 
merchandising problems and techniques and of the great need for 
research to create new markets and new products. 

I believe that the futures markets are a necessary merchandising 
medium in a high-geared economy and should be studied and under- 
stood by all that have any reason to come in contact with them. 

It concerns me somewhat to see so large a proportion in the onion 
industry with the belief that there is no place for futures trading in 
onions. I would like to leave them with this thought. A similar pro- 
portion — that the Wright brothers would never fly an airplane 
at Kittyhawk. 

Mr. Grant. Thank you very much, sir. 
[ Applause. ] 
Let me ask you, have you used the futures market in your onion 


farming. 
Mr. Pomiihe: IT have, sir. 
Mr. Grant. Over what period of years? 
72795—56—pt. 3 —3 
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Mr. Porrer. Oh, I would say since probably 1949 or 1950. 

Mr. Grant. Thank you. 

Mr. McIntire. How large an onion-production operation are you 
interested in ? 

Mr. Porter. I operate about 30 acres of pluck land, I grow varying 
acreages of onions, between 150 and 200. 

Mr. McInrmer. Do you have your own packing outlets / 

Mr. Porter. I do, sir. 

Mr. McIntire. For shipment ? 

Mr. Porrer. I do. 

Mr. McIntire. Do you do a commission business with producers in 
your area, also? 

Mr. Porrer. I do, sir, to sort of a minor degree. 

Mr. McIntire. To a minor degree / 

Mr. Porter. Yes. I spend more time merchandising my own. 

Mr. McIntire. It would be a very small part of your business, 
which would be related to the commission side ¢ 

Mr. Porrer. It would be. 

Mr. McIntiee. As compared with your production ¢ 

Mr. Porter. It would be a small part, yes. 

Mr. Jounson. I asked the question a while back of the gentleman 
from Texas, about selling his crop on the futures market. 

How do you go about it to sell your crop on the futures market ? 

Mr. Porter. As a matter of fact, I made a note of that when you 
asked the question. It can be done as an indirect hedge. I, frankly, 
have delivered, I think, in my 5, 6, or 7 years experience on the board, 
I think around 8 or 9 cars of onions. T have never taken a car off the 
board. 

L do not use it as a direct hedge. I use it as an indirect hedge, and 
merchandise against the hedge that I place in Chicago or New York. 
I do not deliver to the board. 

I think, as far as Texas, as far as Idaho sweet Spanish are con- 
cerned, you will find many in the industry that also use it as an indirect 
hedge. 

Mr. McIntire. Which board do you use for your hedging opera- 
tions, the New York or the Chicago? 

Mr. Porter. I have used C hicago to a much larger extent. 

Mr. McIntire. I was very much interested in your observation 
on the point which we have heard much about, both i in Chicago and 
with some reference to it here, relative to this six or eight hundred 

‘ars that went into storage owned by those, I am assuming—and I 
make the point that I am assuming, I don’t know—that were owned 
by the trading element and not shipped in there for storage on the 
part of producting area shippers, that were brought out for delivery 
at times which some have said were not opportune and in the best 
interests of the trade. 

Mr. Porter. Well, I think you will find that the way those onions 
got in storage in C ‘hieago i in the first place, they were delivered by 
farmers and farmers that had financed hedging and any other type of 
hedging on those actual onions. 

Mr. McInttre. Let me just make a point for clarification. You used 
the word “hedging” there. Are you using that word somewhat 
synonymously with a production-financed contract ? 
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Mr. Porter. Production-financed hedge of any kind. In other 
words, a sale against the cost of production. 

Mr. McInttre. These were delivered to people who had extended 
funds to producers in financing production ? 

Mr. Porter. Oh, no, they were not delivered contract. A contract 
delivered on that board may wind up most any place. I mean it is 
not labeled for any particular person. 

Mr. McIntire. I realize that, but these six or eight hundred cars, 
whatever the number may have been, were not cars delivered to fulfill 
a board contract, were they ? 

Mr. Porter. Yes, they were. 

Mr. McIntire. They were not put into storage and held for later 
delivery on the contract ? 

Mr. Porter. They were not, in this particular past year of 1955. 
You are referring to that, aren’t you? 

Mr. McIntire. Why, if they were being shipped to Chicago to ful- 
fill a delivery required in the contract, why would they go into stor- 
age ¢ 

Mr. Porter. Because the persons that received the deliveries of 
those cars could not merchandise them fast enough. In other words, 
could not get rid of the four or five or six hundred cars of onions 
that were in there in a short enough period of time so that they would 
not spoil if left on track. So they had to go into cold storage for 
protection during the rest of the merchandising period. 

Mr. McIntire. What months prior to the closing out of trading on 
March 15—what contract deliveries—what months were these cars 
sent into Chicago as contract deliveries ? 

Mr. Porter. Primarily November. 

Mr. McIntire. For November contracts? 

Mr. Porter. Right. 

Mr. McIntire. Then these cars were not sent into Chicago on trans- 
actions apart from the board to be held ? 

Mr. Porter. I would say a small percentage of them. 

Mr. McIntire. That certainly is not in accord with the testimony 
that we have had. 

Mr. Porter. I think you wiil find that there were definitely 442 or 
445 or some very similar number to that, that came in on Nevember 
deliveries, as a hedged operation and delivered by a number of houses 
for no particular purpose other than to merchandise through the Chi- 
cago Mercantile uxchange and to receive money back on those hedged 
onions, 

Mr. McInvire. That is an interesting point because I certainly, in 
Chicago and also here, have probably wrongly gathered the impres- 
sion that the great bulk of these onions were taken into Chicago out- 
side of the exchange operations, being held in storage by folks who 
were perhaps interested in later contracts, and held there as potential 
deliveries for later contracts. 

Mr. Porrrer. They may have been held there for potential delivery 
later. I will not say that. That is everything to do with the market 
conditions that come about between November and any future month. 
However, when they originated in Chicago, they were not sent into 
Chicago directly to cold storage for delivery in a later month. They 
were delivered, the deliveries were taken and then put into cold storage. 
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Mr. McIntire. What particular advantage is there in this whole 
complex of trading to permit a terminal storage delivery of these 
cars, for later delivery; why should not these cars be delivered on 
that contract the day or the month in which they are required, and 
liquidated into the trade and forbidden to be put into storage and 
drawn out of terminal storage? Why should not these contracts be 
required to be delivered from production areas rather than to be 
delivered out of storage? 

Mr. Porter. Well, that is a very good point and in New York on 
the New York Mercantile Exchange they do have shipping-point 
deliveries, where the cars are not delivered at New York a at 
shipping points anywhere, I guess, in the country. 

I frankly think that it has worked out very well. I observed it 

uite dene last fall. I think 160 or 170 cars were delivered into 
the New York board, or from shipping point, and I think it worked 
out very well. 

Mr. McInrime. Do you not think that it offers, perhaps, a theoreti- 
cal vehicle of manipulation if those cars are permitted to go into 
storage and remain there at the discretion of the holder of a contract 
for future delivery—do you not think that the very fact that they are 
in terminal storage has an overriding bearing down effect upon the 
market ? 

Mr. Porter. I feel this way about onions, regardless, actually re- 
gardless of where they are: I feel that the hoysewife is the eventual 
consumer. Where those onions are during the period of merchan- 
dising those certain cars of onions, I think makes relatively little 
difference. I wouldn’t say that it may not make some difference. 
But I think it is very little, actually. 

Whether I have my storage full of onions in Elba, and all of my 
colleagues, also have their storages full of onions, I think that it makes 
very little difference whether they are in the country or whether 
they are in cold storage in Timbuktu, or wherever you might have it. 

Mr. McIntire. Would you be interested in comment on this point? 
This is a very fast trading complex, I mean, from the time it starts 
in the morning and closes out at night it is a very fast deal. Any 
market that swings this much over a period is bound to be a fast 
deal and because it is perishable it is a fast deal. 

Mr. Porter. It is fast enough, let us put it that way. 

Mr. McIntire. It is fast enough. fLaneiten] 

The very fact that I am the holder of a contract and in the de- 
liverable month—— 

Mr. Porter. Which side of the contract, sir? 

Mr. McIntire. Well, I am the purchaser of a car—and I am in 
the deliverable month, and the very fact that I can elect to deliver 
that car, and the very fact that I have it in the deliverable position 
makes an awful lot of difference as compared with your observation 
that there is a car somewhere in the United States. 

Mr. Porter. Maybe I misunderstood you there, but you said you 
were a purchaser and yet you said you have a car of deliverable 
onions somewhere, or did I misunderstand you? 

Theoretically, you are not a purchaser on the board with a car of 
onions to deliver. 

Mr. McIntire. That is right. I have the car and I am the seller 
of it and I have the car in Chicago. That is right. Your point is 
well taken. 
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It makes an awful lot of difference, does it not, if I am working 
within a deliverable month, as to whether or not I have that car that 
I can call for delivery out of New York State for delivery in Chicago, 
or whether I have that car in Chicago and I can offer it for inspection 
and delivery in an hour’s time? Does not that make quite a difference 
on the market, if I am interested by virtue of the total number of 
my contracts in a direction on that market? Does it not make a differ- 
ence whether I have it in Chicago and can offer it for delivery or 
whether I have to call it out of New York? 

Mr. Porter. The one car that you are speaking of would make no 
difference. 

Mr. McInrire. I know. 

Mr. Porter. But maybe a hundred would, or 200. 

Mr. McIntire. There are 600 of these. [Laughter. ] 

They are in Chicago. Does not that make a difference? 

Mr. Porter. It just helps to prove that evidently there is over- 
supply and-that there was overproduction. 

Mr. McInrire. Well now, it does not. 

Mr. Porrer. If those onions are there as a result of the farmers 
sending them in there themselves on a deliverable contract, and there 
was a speculator on the other side who had every right in the world 
to be a buyer in that contract, and if he felt that the market was going 
to be better, he can take those onions, but if he cannot merchandise 
them in a short period of time, therefore, he puts them in cold storage. 

There is that threat that he has of all of a sudden, I suppose, turning 
right around and throwing them back on the market. That threat 
is there. I don’t say that it isn’t there. 

Mr. McIntree. I appreciate that on the car that has been delivered 
you can roll it over as many times as you con find people to roll it over 
with ona given day. That part is all right. 

I mean, that is the mechanism there. But these are cars which lay 
back there, and I cannot help but feel that the fact they are laying there 
in a deliverable position makes an awful lot of difference on that 
market. I know that these markets are sensitive to all kinds of 
rumor, and there is plenty of evidence to show that there are some 
people who will put a rumor on the market to the effect that they have 
cars to deliver, and the records will show that they have even called 
for Government inspection when they knew full well that the cars were 
not going to be there to inspect. 

en that kind of a thing goes on, the total quantity of available 
cars, either by rumor or in fact, that are lying there in storage and in 
a deliverable position in Chicago, seems, to me, to place in the hands 
of one who may choose to manipulate a tool which would not otherwise 
exist ; that is, were you to refuse to take cars out of storage and forced 
physical delivery in the cars, with the inspection being made at the 
time of delivery. Do you not think so? 

Mr. Porter. Yes; I will agree with you. 

Mr. MoIntime. Thank you. 

Mr. Porter. Yes; I will agree with you. 

Mr. Kine. Mr. Porter, a hedging operation for a grower, I assume, 
is the sale against the crop which he will later deliver ¢ 

Mr. Porter. Right, or merchandise against. 

Mr. Kine. Is your position in the market—has it always been that 
of a hedger against your own / 
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Mr. Porter. I would say probably I have been probably in every 
conceivable position. 

Mr. Kine. You are then a trader and not necessarily one who just 
hedges against your own farming? 

Mr. Porrer. No; [am primarily, percentagewise, 98 percent hedger. 

Mr. Kine. You are always on the one side of the market; you mean 
against your supplies? 

Mr. Porter. I am generally in that fashion. 

Mr. Kina. Do you ever have commitments beyond what you your- 
self can supply ? 

Mr. Porrer. I never. 

Mr. Kine. And deliver? 

Mr. Porter. I never have; no, sir. 

Mr. Kine. What. percentage of the trading on the Chicago Mer- 
vantile Exchange would you think is producer trading transactions 
made in behalf of the producer? 

Mr. Porter. I don’t believe I would know, only that some statistics 
have been released that show pretty definitely that answer. 

Mr. Kine. You would think it would be a very small percentage 
of the total? : 

Mr. Porrer. That are actually hedges, are you talking about. 

Mr. Kine. That are actually hedges of producers. 

Mr. Porrer. I think it is becoming a larger percentage as times 
goes on, I will say that. I think it has been very small sometimes in 
the past. 

Mr. Kine. Of course, a farmer who is not hedging against his own 
production that he expects to deliver, simply becomes another trader? 

Mr. Porrer. He is a speculative trader, that is right. 

Mr. Kine. What was your position in the market when onions 
were worth $2.75? 

Mr. Porter. I was not in the market. 

Mr. Kine. Were you in the market when they became worth a 
dime? 

Mr. Porrer. I was not, sir. 

Mr. Kine. You seem to defend futures trading on the basis that 
it is very logical and that the functions of future trading are taught 
in our colleges and universities. 

Do you know of any college or university that teaches that futures 
trading should be workable in a perishable item like onions? Do they 
analyze the situation and set up specifications for commodities that 
might successfully be traded in? Do you know of any college that 
recommends futures trading in onions specifically ? 

Mr. Porter. No; I won’t say that I have seen any written recom- 
mendations from colleges or college professors. 

I have, however, spoken to professors in Cornell University that 
seem to be in agreement with ae trading on onions. 

Mr. Krna. In the booklet put out by the Chicago Mercantile Ex- 
change, about futures trading, it sets up specifications and raises the 
question in their own booklet on the question of perishability. 

Do you believe, understanding futures trading as you do, that 
futures trading can be conducted with a product as perishable as 
onions, with the supply as limited as it is geographically, and also 
concentrated in short seasonal periods ? 

Mr. Porver. I do, sir; yes. 
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Mr. Kine. Would you think it would be perfectly feasible then 
to have futures trading in broccoli and spinach ? 

Mr. Porrer. I do not, sir. 

Mr. Kina. Then it is purely a degree of perishability ? 

Mr. Porgpur. Yes, sir. 

Mr. Kine. You think that the perishability is a handicap, perhaps, 
but onions are not that perishable ? 

Mr. Porrer. I do, sir; yes. 

Mr. Kine. Do you take the position on the market occasionally 
when you are not holding any of your own onions? 

Mr. Porres. Sir, I hedge onions before I actually have the onions. 

Mr. Kine. When do you hedge, before you plant or afterward? 

Mr. Porrer. Never; no, sir. 

Mr. Kine. Never before you plant? 

Mr. Porrer. No. 

Mr. King. You know it is possible to hedge before you even plant? 

Mr. Porrer. It is indeed, sir; but very treacherous. 

Mr. Kine. Would you recommend the shortening of that allowable 
period so that you cannot hedge until after the crop is planted ? 

Mr. Porrer. There has been quite a lot of discussion on that point. 
I confess I haven’t devoted too much time to thinking about that par- 
ticular thing. It does lead to a question there, when then are you 
going to trade them. It would have a very terrific influence on the 
value of onions if you delayed that period long enough so that at any 

articular time a well-informed man would know, we will say, for 
instance, on July 1, the position of that crop. Then the market could 
open very low and remain very low, whereas opening before, if it is 
low you do not hedge, maybe you don’t plant so many. It is a price 
situation, and I am afraid that if they did delay it too long that on 
particular years, when overplanting was the case, and when the cro 
came along very well, you would start with a very low price io 
thereby never actually have a chance to hedge at a profit or to grow 
at a profit. 

Mr. Kine. Do you believe that farmers pay any attention at all to 
the futures market in regulating their acreage ? 

Mr. Porter. I would say; yes. 

Mr. Kine. Well then, you are creating a factor, are you not, which, 
when you open trading in December for the following November, will 
influence planting one way or another. 

Mr. Porter. You are to a degree; yes. 

Mr. Kine. Thank you. 

Mr. Grant. Thank you. 

Mr. McIntire. Mr. Chairman, just one other question, Mr. Porter. 

First, let me say you are an excellent witness and I think if I were 
going to do some trading I would like to have you as counsel or my 
broker. 

Mr. Kine, He is only on one side. 

Mr. McIntire. That is the side I would want to be on. [Laughter. ] 
It would be his side if I wanted to trade. 

Although I have not visited it as many times as I would like, I am 
not unfamiliar with the Elba Muck New York area, a wonderful piece 
of farming section. 

You have a number of growers, I am sure, who are smaller than 
yourself ? 
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Mr. Porter. We have a number of growers here. 
Mr. McIntire. I appreciate that; and we are happy to have them 
here. But by and large, by virtue of the cash requirement for deposit 
in a futures contract, do you think that it has any particular across- 
the-board application with the average run of growers down the road ? 

Mr. Porter. I do, sir, very much so. 

Mr. McIntire. Do you think that they are financially able to put up 
these deposits and protect their margins and all of the other factors 
aa must go along with careful watching of the market and all of 
that? 

Mr. Porrer. I say this: You have several different strings there. I 
would say for the general application of the futures trading, it has 
just as much to do with the small operator as a large operator. I would 
like to mention this if I may: I was recently shinted ot the board of 
directors of the production credit association for the four counties 
that surround the Elba and Batavia there, and I am strickly a muck 
operator. 

I felt honored, naturally, to be chosen. There has been a lot of 
investigation by this Production Credit Association, who incidentally 
loans around half a million into the muck area alone, did that in 1955, 
as to the possibility of hedging. 

I introduced to them myself of several years ago. I have never had 
one car financed by them. However, in some extreme cases that they 
have had of onion producers being in financially very poor shape, you 
can imagine how they feel about hedging today after the last two years 
of a successful operation with a small operator who was fennetally in 


quite poor shape. 

Mr. McIntire. Then you think they might possibly consider that 
they would not make a loan in one mstance without hedging and 
might make a loan together with loaning the deposit and all of the 
margin requirements in the case of a fellow going into hedge? 


Mr. Porrer. I would not say that; no. I would not go that far. 

Mr. McIntire. That is what the grower is up against, is he not? 

Mr. Porrer. You are talking—lI gather that you were talking from 
the production credit end—— 

Mr. McIntire. That is right. 

Mr. Porrer. Of the statement. Would they loan for crop produc- 
tion without a hedging operation? They will. And the Xo! They 
will, and they do, I repeat. They will continue to do so, but where a 
farmer has manifested some inclination towards hedging and has 
desired some small help to get himself out of a tough spot, they have 
gone along and very successfully. 

Mr. McIntire. ths you analyze this credit risk, as director of pro- 
duction credit association, do you think there would be instances where 
you would make a loan if he hedged and you would not make a loan 
if he did not, recognizing that you have to make sure that he has those 
margins or else he stands a chance of being liquidated in some 24 hours? 

Mr. Porrer. I think if I were the only man on the board I might 
want at some time, but there are 5 men and I can hardly speak for 
all 5. 

Mr. McInrire. That is this educational problem that you referred to. 

Mr. Porter. Indeed. 

Mr. Lairp. I would like to agree with Mr. McIntire, what he said, 
that you certainly made a very fine witness. 
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Mr. Porter. Thank you, sir. 

Mr. Lairp. I think you would be successful in any kind of an opera- 
tion. 

Mr. Porter. Overproduction has even made it tough, regardless of 
hedging or no hedging in the onion business. 

Mr. AtrRD. Thank you. 

Mr. Grant. Thank you very much. 

Mr. Porter. Thank you. 

Mr. Osrertrac. There are a large group of onion growers from the 
same territory Mr. Porter comes from and they have arranged to 
have bus transportation back home leaving early tomorrow morning. 
Will their representative be heard this amend 

Mr. Grant. We were trying this minute to see if we can agree. 
‘There will be a quorum call, I think, and probably a roll call on the 
floor. We were just trying to arrive at something here on that sub- 
ject whereby we could continue this afternoon. 

(Discussion off the record.) 

Mr. Grant. We appreciate the fact. We will adjourn until 2 
o’clock and meet back here and continue. 

(Whereupon, at 12 p. m., the hearing recessed, to reconvene at 2 
p. m., this day.) 


AFTERNOON SESSION 


Mr. Grant. The committee will come to order. 
Mr. Edward A. Baldwin is next. 
Mr. Baldwin, do you wish to testify ? 


STATEMENT OF EDWARD A. BALDWIN, PRESIDENT, GENESEE 
COUNTY ONION ASSOCIATION, ELBA, N. Y. 


Mr. Batpwin. I am Edward A. Baldwin, president of the Genesee 
Orleans Vegetable Growers Cooperative Association, Inc., located at 
Elba, N. Y., in Genesee County, State of New York. I am talking 
for our director, Walter Gavenda, who at the last minute could not 
make the trip to Washington, D. C. 

We have 161 members in our cooperative association. At Elba, 
N. Y., we have 256 total, active onion producers. Of the total 256 
onion farmers, 7 growers are in favor of futures trading onions, 249 
onion farmers are against and firmly advocate abolishment of trading 
in onion futures. 

Of the 7 growers in favor of futures trading onions, 6 are acting at 
brokers for the Chicago Mercantile Exchange. Therefore, these 6 
promere for the board stand to gain financially by and with the futures 

ard. 

In theory, as taught in school, as explained by brokers of the Chicago 
Mercantile Exchange, futures trading of onions, is heaven right here 
on earth, positive insurance for the benefit and profit for the onion 
farmer, plus fact. farmer can sell his onions, year around, and always 
has buyers for his crop. We onion farmers can do without these 
false benefits. 

Actual selling and buying in onion futures prove to onion farmers 
theory, teachings, insurance, are all out the window. These mar- 
velous benefits do not and never have existed, because of the terrific 
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manipulation. And let’s all be honest for just a few minutes, onions 
have been manipulated by the futures trading, resulting in hardships 
to onion farmers on a crop that is too perishable and too small. 

Any prices for onions are made in Chicago, by the futures trading, 
by the speculators and gamblers, with the largest bank rolls. It’s 
money that talks; it’s money that controls the prices of onions to the 
detriment of the onion farmer. 

New York State grows more onions than any other State in the 
United States of America, with one exception, and that is the State 
of Texas. 

Candidly, Congressmen, we would like to take you all, or even a 
few of this investigating committee to all the onion growing sections 
of New York State. We could call a general meeting of all the onion 
farmers in these various sections of New York State. We know, can 
guarantee you for sure, that 98 to 99 percent all union farmers in 
all of New York State are strongly against futures trading in onions. 
They want futures abolished. "They do not want any new rules or 
new regulations, new deals, or changes. Onion farmers just want 
futures trading onions to be done away, to disappear, not to exist. 

Our local banking institutions, production credit, and other chan- 
nels of credit for farmers, will not give onion farmers money to hedge 
their onions on the futures trading exchange. 

However, an onion grower can receive all the backing he needs, 
all the money necessary to hedge his onions and to carry his hedges 
to completion, from brokers connected with the New York Mercantile 
and the Chicago Mercantile Exchanges, which is perfect proof that 
the futures trading of onions is a big asset and big profit for the 
brokers. It’s for sure we know it is not good or right for the farmers. 

Congressmen, truth is simple. Facts are facts. Ninety-eight to 99 
percent of all onion growers all over the United States of America 
do not want and ask for abolishment trading in onion futures. 

Should we, the majority, or 99 percent onion farmers be subjected 
to the will of 1 or 2 percent onion farmers, along with brokers who 
are 500 percent for futures. 

This we think is for you Congressmen to decide. The exchange 
has already made new rules and regulations for trading. They will 
do anything i in their power to continue their cancer of futures trading. 

Let’s not be fooled or deceived. Our onion growers do not want 
futures trading of onions, under any kind of rules and regulations— 
old rules or new rules. We cannot and do not want compromises. 
We ask that futures trading onions be abolished once and forever. 

In conclusion, we respectfully ask that you, our Congressmen, 
cooperate and support the onion farmers of the United States of 
America. Now, quicker the better, or else we will soon be asking 
you for subsidies, support prices on onions. Surely, this you do not 
want—as you have enough of these headaches on your hands without 
adding onions. 

Again we repeat, we onion formers want futures trading onions 
abolished, cut off, cut out, the quicker the better because: 

1. Too small crop—too perishable. 

2. 'Too easily manipulated—by outright gamblers and speculators. 

3. Increases acreage. 

4. Too many onions held in cold storage, at Chicago, held as a club 
over cash terminal markets. 
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5. Gamblers, speculators, and brokers run and control the onion in- 
dustry. Actual onion growers are the outsiders; they have no control 
over their own onion business. . 

6. Local banks and financing institutions do not approve futures 
trading onions and will loan no money to farmers for this purpose. 

7. Growers onions unable to finance and hedge their own crops—no 
money. 

8. Onions delivered Chicago for board delivery not a quality pack- 
age, not a good pack of onions and not acceptable to onion receivers, 
chain stores, or preservers. This type junk pack continued to depress 
cash-market prices in terminals eibover the country. 

All we ask—all we want—is our own onion business back in our own 
hands and out of the hands of the gamblers and speculators. 

At this time, I ask that the growers who have made this trip to Wash- 
ington, D. C., stand up, so that you Congressman may see that we mean 
business and that we do need your help. 

Thank you. 

Those in favor. 

(Two were in favor.) 

Mr. Batpwrn. Those who are not in favor of the futures? 

(Approximately 50.) 

Mr. Grant. Thank you. 

[Applause.] 

Mr. McIntire. Mr. Chairman, Mr. Baldwin, you have stated that 
you are president of Genesee Orleans Vegetable Cooperative Growers 
Association. Could you state for the record what services your co- 
operative provides for these members? Is it one of marketing or is 
it one of farm supplies, or just what services does your cooperative pro- 
vide for these members? 

Mr. Batpwin. The Genesee Orleans Vegetable Growers furnishes 
supplies. They buy from the growers and ship to the receivers. 

Mr. McIntire. Do you operate your marketing service on a trans- 
action-to-transaction basis, or do you operate on a pool basis, pooling ¢ 

Mr. Batpwrn. On a transaction basis. 

Mr. McIntire. You provide sort of a commission or a brokerage 
function for the growers ? 

Mr. Batowrin. That is right. 

Mr. McIntire. In the operations of your marketing division, if that 
might be an appropriate description, are you represented on the ex- 
change through any broker—does any part of your operations involve 
exchange activity ‘ 

Mr. Batpwin. No, it does not. 

Mr. McIntire. That is all. 

Mr. Grant. Thank you very much. 

Mr. Batpwin. Thank you. 

Mr. Grant. We have two other gentlemen from the same association, 
I believe, Mr. Test and Mr. Calarco. 


Will you come around? 


STATEMENT OF HAROLD TEST, GENESEE COUNTY ONION 
ASSOCIATION, ELBA, N. Y. 


Mr. Test. Mr. Chairman and Congressmen, I am a small onion 
grower in the Elba section. I have been for about 14 years. 
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I would like to repeat that onion is too small a product for futures 
trading, it can be too easily manipulated and controlled, which has 
been proven in the past. It is a perishable, which is against its being 
traded in futures in onions. 

In 1951, as I recall, we had more onions than we have had this year 
and we had a very nice price throughout the year and made some 
money. 

The dealers are on the spot. 

I also buy produce for an organization in Elba. We handled very 
few onions this year for the simple reason the dealers every time they 
saw the board go down they wanted to buy them cheaper, and they 
would buy them from some other source. 

There was a time in the past when a good dealer would think the 
market looked pretty good and tell his buyer to buy 50 cars. He had 
faith in the market. The dealers helped keep the market up. There 
* no question about that. That was before the board came into 

ing. 

Small bags I know has had something to do with the decreased 
consumption. There is no question about that. 

I would like to challenge my good neighbor Roy Porter on one or two 
statements that he made this morning. 

I believe, if I am correct, he said that the average consumption was 
2014 pounds. That 10 pounds of that was grown commercially and 
1014 was grown in private gardens. 

I would like to see those figures. That just seems way out of line 
to me. 

He also said that he traded on the board and that he only delivered 
around some eight or nine cars. That seems to me like pure specu- 
lation. 

I thought the idea of the board was to hedge your onions so you 
could be sure of a profit. Of course, he did that but he didn’t actu- 
ally deliver the onions. 

If this thing is so good, why can’t we get financing? He spoke of 
production credit. Chase there are 1 or 2 cases where they did 
finance, but the banks in our territory will not do it. They consider 
it pretty much of a gamble. I know they would not let me hedge. 

Edo not believe in the futures and I think the sooner we get rid of 
them the better. I hope this committee will give it very serious con- 
sideration. I hope you will come up with the answer that we do 
not need the onion futures. 

Thank you. [Applause. ] 

Mr. Grant. Thank ou. 

Mr. Porrer. I have been challenged by a very good friend of mine. 
I would like to have the opportunity of telling in public where he 
may get that information. I am sure if he goes to the library, Mann 
Hall at Cornell University and finds a nice ooking librarian she will 
be very happy to take him to the exact place where he may find that 
exact information. 

Mr. Test. Did I quote the figures right? 

Mr. Porrer. I didn’t hear them. 

Mr. Test. May I ask Mr. Porter another question ? 

Was it not true, Roy, that last year you bought onions on the board 
early in the season, instead of hedging’ 
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Mr. Porrer. I think you will find that is a complete error. 

Mr. Trsr. That was a rumor. 

Mr. Porrer. Rumors are not facts. 

And one more point I would like to bring up. Did you compare 
1951 with 1955 when northern grown onion production was very 
nearly the same? 

Granted, one was twenty-nine-million-nine-hundred-thousand-odd. 
So was the other, very nearly the same. However, your Texas pro- 
duction in 1956, the spring, was 8,900,000 some odd versus a Texas 
situation in 1952, the spring, of 3,380,000. 

Does 60 more production and 2 months earlier mean anything to 
you in Texas? 

Mr. Test. Why didn’t we have a good deal of that prior to Texas? 

Mr. Grant. That is what makes the country go, you know, differ- 
ences of opinion between two neighbors. 

Mr. Tesr. That is right. [ Laughter. } 

Mr. Grant. That you very 4 for your testimony. 

Mr. Test. Yes, sir, thank you. [Applause. | 

Mr. Grant. Mr. Calarco. 


STATEMENT OF FRANK CALARCO, GROWER, BATAVIA, N. Y. 


Mr. Cararco. Mr. Chairman and gentlemen of the committee, my 
name is Frank Calarco. I live in Batavia, N. Y. I am an onion 
grower in partnership with my brother. 

I came on the bus with a group from Genesee Orleans County. 

Last night I was thinking to myself, “Suppose they did stop onion 
futures, how many firms would be directly affected ?” 

So I took out the membership list issued by the Chicago Mercantile 
Exchange, dated March 4, 1955. Much to my surprise I noticed that 
there were only 61 clearinghouse members in the Chicago Mercantile 
Exchange at the time. 

It is true they do have employees, but I do not think that 1 clearing- 
house employs as many people as a 20-acre onion farmer. 

Now then, how many onion farmers are there? Conservatively 
I would say 10,000 to 15,000. These employ at least 75,000 to 100,000 
people, who are all directly affected. 

ot only are the farmers and their employees being hurt by the 
futures, but also car dealers, appliance stores, clothing stores, every 
segment of the trade wherever we grow onions. Doctor bills and 
dentist bills are going unpaid. In a small community it affects 
everyone. 
y should thousands and thousands of people be punished just 
for the sake of 61? 

The boys from Chicago say we farmers do not understand futures. 
I say the boys in Chicago know absolutely nothing about farming or 
farmers problems. We have signed petitions from 95 percent of our 
industry. Ninety-five percent of us cannot be stupid. Ninety-five 
percent know right from wrong, and they want to do away with these 
futures. 

Then let us take a look at some figures. Last fall the CEA issued 
a report saying 85 percent of all of the longs were owned by farmers. 
The people from Chicago eat that up and immediately sting the farm- 
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ers once again. They hide the fact that 65 percent of these were 
owned by 3 people, leaving the farmer with only 20 percent. 

The latest figure that they are boasting about is that it is larger this 
_ than last year, indicating that the farmers are again using the 

oard. I do not believe this. What I believe is that the boys from 
Chicago purposely built up a commitment to look good at these 
hearings. 

Then again, if this hedging is such a good deal, why won’t the bank- 
ers finance it? They will give us all of the money we want to raise 
the crop but not a red cent to hedge it, considering it an added risk 
ora gamble. They feel there is risk enough to loan us the money but 
when it comes time to sell it, selling something that you haven’t got, 
which could be wiped out overnight, which very often is done, that 
is a gamble. 

So then they say they will finance you in Chicago for $60 acar. All 
they are sure they have to put up is $200 with the exchange. If the 
board goes down immediately, and it usually does, they do not put 
up another cent. And if the board goes down 33 points, I believe it is, 
they settle up every night with the exchange and that money goes 
back to them. 

So the board, if it should go down 60 or 66 points, they could use 
my hedge to finance another one. Sometimes they only finance you 
for a few months. If this is such a good, safe, honest deal as they tell 
us it is, why the big rate of interest ? 

I will tell you why, because it is nothing but a gamble, and they 
know it. 

Another argument they frequently use is that the exchange gives us 
ready buyers at all times for our crop. That is true. We had that 
happen to us right up in New York last year. They came down and 
bought onions. When they buy them they buy them for two pur- 
poses: They take them to Chicago and put 400 or 500 cars in storage 
there and use them as a club over our al and they will loan some 
down in Elba and go around every morning and offer them for a 
quarter of a hundred less. And one works against the other. 

They will deliver 40 or 50 in Chicago and nobody wantsthem. That 

»uts your board down. Then in Elba we have to stand back and suffer 
ia the buyers won’t buy until the board opens. 

Then the board drops 10 or 15 points and our cash market goes with 
it. They have made their money in Chicago and the next morning 
all they hate to do is to milk them for another quarter less and we are 
stuck in the middle. 

Then they say they have these buyers. All right, these buyers 
can’t help but increase acreage. They will buy these onions now in 
the spring of the year. They buy these onions. They do not want 
these onions. They buy them because they hedge them. That is 
added onions. It is not like spinach or carrots or tomatoes, that 
Campbell Soup or somebody else contracts for that they have a ready 
outlet for them. They need them. 

That isn’t additional acreage like this is. They will buy them, but 
they don’t want them. I could go on talking here for hours. I think 
we have clearly proven our case that 95 percent cannot be wrong. 

Futures increase production. Onions are too perishable and do not 
lend themselves to futures trading, and they accumulate in Chicago. I 
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do not care if they accumulate in Chicago or regardless of where 
the surplus is, if we have it.in. Elba or in Michigan, we have a dead 
market until that accumulation is done away with. 

We can do away with an accumulation in one section, but we cannot 
do away with an accumulation in Chicago because they will hold it 
there until March. You cannot get rid of 500 cars of onions in March, 

I hope for the sake of the entire industry you will abolish onions 
from futures trading immediately and you can believe me we will— 
unless you get rid-ef this, so that we won’t work for another year for 
nothing, 

Thank you., [| Applause. | 

Mr. Grant. Thank you. 

Mr. McIntire. Mr. Calarco, what is the relationship between the 
acreage of onions—you have not planted yet in New York, or have 
you? 

Mr. Caxarco. Yes, we have; partially planted, not entirely. 

Mr. McIntire. What will be the acreage in your estimate this year 
aus compared with the acreage last year in the Elba area? 

Mr. Caxtarco. That is very hard to tell. If it keeps raining as it 
has been, it will be much less. That is our problem right now. We 
have too much rain and we can’t get on the land to plant it. Some is 
planted. 

Mr. McIntire. If you have reasonable weather would you expect 
acreage to be about the same, increase, or go down ? 

Mr. Caxtarco. It could be increased if the board continues to go up. 
Just a psychological feeling that onions are going to bring money and 
they will plant a few more. I don’t think they will hedge them. 

Mr. McIntire. I would be interested in your observation that with 
the great unanimity of opinion which seems to prevail among onion 
producers as to what will be the price of onions if the board continues 
to operate, then what would be the basis of their increasing their acre- 
age on the basis of the board quotation ? 

Mr. Catarco. Now? 

Mr. McIntire. Now. 

Mr. Caxrarco. Just that it looks like a good deal. 

Mr. McIntire. Why are they placing any confidence in it then? 

Mr. Cararco, Just do, is all. Like last fall we placed confidence in it 
that they were going to be worth a lot of money in March and we 
held them. 

Mr. McIntire. Then out of your experience this year you haven’t 
any less confidence in that quotation then? 

r. Cauarco. I do; yes. 

Mr. McIntire. But your growers as a whole do not? 

Mr. Cauarco. As a whole they do. But some of them do not. 
Some of them will increase their acreage because they see one fellow’s 
land is wet and he cannot get on, and they figure that there will be 
a shortage and they will plant a few more. 

Mr. Grant. Thank you very much. 

Mr. Catarco. Thank you. 

Mr. Grant. Mr. Gus Myruski. 

(No response. ) 

Mr. Grant. Mr. Dave Smith. 
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STATEMENT OF DAVE SMITH, CANASTOTA, N. Y., NATIONAL ONION 
ASSOCIATION 


Mr. Smiru. My name is David Smith from Canastota, N. Y. Iam 
a partner in Smith-Coulter & Co., produce growers and shippers of 
onions and potatoes. 

I am a trustee in National Onion Association. I also am authorized 
to represent today the Canastota Growers Cooperative; Empire State 
Potato Club; and Oswego County Vegetable Growers Association. 

Each of these organizations has passed unanimous resolutions in 
favor of abolishing all futures trading on perishable products, includ- 
ing onions and potatoes. Our growers and shippers are very deeply 
concerned about this situation caused by futures trading. I have 
attended many farmers meetings. Always the same feeling; bitterly 
opposed to the board trading on onions and potatoes. 

We have over 150 onion growers in Madison County, N. Y., where 
I come from. Not one, to my knowledge, has hedged an onion on the 
board. Most of us are bank financed either by our three local banks 
or the production credit. These bankers do not loan money to hedge 
but they will finance a farmer’s crop. 

I do not have any expensive research staffs to dig up figures on 
why this futures business is not good for us, but we know and have 
grievously felt the results of futures trading. 

The brokers on the mercantile exchange will tell you that their 
reason for opening up futures trading on onions and potatoes was to 
provide a place for farmers to hedge their crops. 

For plain practical reasons, even if he wanted to do so, an onion 
farmer could not afford to hedge. In addition to financing his crop 
he must dig up $300 per car plus brokerage to hedge sell. 

Where else does one have to pay out money to sell; and then be in 
a position to pay more money, if necessary, to protect his margin or 
be sold out on a raise; then be open to a price decline which would 
clean out the corresponding price appreciation on his crop? Vicious. 
No wonder the board is so seldom used by growers and traders of 
actual onions. 

The brokers’ real reason for exchange trading on onions and pota- 
toes is to make a brokerage. That fat $22 per trade. That is the 
sole reason. Brokerage profits. 

Futures trading on the 1956 crop opened in December 1955. What 
farmer hedges his crop 4 or 5 months before it is planted? But 
brokers can pick up some easy brokerage during those months from 
speculators, and make the price high enough to attract farmers plant- 
ing plenty of acreage. — 

Y ere are three parties to a futures transaction: The seller, the 
buyer, and the broker. Either the seller loses or the buyer loses, be- 
cause for one to make money the other must lose. No one performs 
any service. But the broker never loses. He gets his $22 regularly. 

This futures speculation is like horse betting without the fun of 
seeing the race. Since no service is performed, like betting, there is 
always a loser for a winner. But unlike betting, the innocent by- 
stander, the farmer who grows the crop, sees the values of his year’s 
work decline as the odds go down on his crop. The farmer can and 
does lose his year’s work year after year, but the brokers never lose. 
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The most vicious thing of all about this mercantile exchange is that 
it provides a place for the professional short speculator to make a 
killing; and the farmer is the one ultimately killed. 

You see, there are historically more years when there are enough, 
or even a few too many, onions and potatoes, than years when there 
are too few. Those surplus or enough years are made to order for those 
professional short sellers. 

There never was a chance for a handful of speculative shorts or 
anyone else to profit by a farmer’s loss until this futures board was 
established. Now a few speculators and brokers can profit while a 
needed industry is being destroyed. 

The Mercantile Exchange will tell you that onion growers make 
these advance sales. This just is not true. Of the 15 big operators 
who CEA say did 47 percent of the business, 1, only 1, is an onion 
grower whose business was growing onions—Kelly by name—and 
this has become a sideline to him. He is smart enough to become a 
broker. 

Onion growing by itself does not pay any more. 

The bthee 14 big operators never were nor are onion growers, no 
matter what they call themselves. 

There are a handful of big growers in the new onion areas of Wis- 
consin who favor futures trading because it seems to be a good place 
for them to dump poor grade stuff Aside from them, there are practi- 
cally no other growers the country over who favor futures. The only 
people who wish it continued are the brokers and those connected 
with the brokers and speculators who have made money on the deal. 

The board operators will say that they operate to take speculation 
out of the deal. That, also, is not so. They offer the greatest oppor- 
tunity there is to speculate—both ways—as bulls or bears. 

It is strictly a speculative venture almost wholly by strangers to 
the produce trade who know nothing of the produce industry, care 
nothing about it, and are very susceptible to rumor and mob move- 
ment. 

Each one of these brokerage houses gets out a tip sheet with slanted 
advice and crop propaganda, either to make a market or break it. 
The tip sheet is written by people who never marketed an onion or 

tato, but who can and do tell all about it to the widest mailing 
ists they can assemble. Another bad influence. 

Futures trading brings into the deal people whose only interest is to 
make a fast speculative buck, without regard to orderly marketing, 
economics, or welfare of consumers or growers. These speculators 
do not know about onions or potates, do not want them, nor know 
what to do with them if they did have them. And neither do the 
brokers, 

The end buyers who get stuck with the actual onions or potatoes 
are generally not produce people and do not know what to do with 
the stuff, so dump it at any salvage figure. Down comes our market. 
A terrible thing to the grower and onion handler—and even the con- 
sumer does not henefit by lower store prices. 

Before futures trading there used to be some spring produce buying. 
Buyers would pay cash advances against a firm fall price and growers 
could raise some financing cash that way. None of that is done our 
way any more. 

72795—56—pt. 3——4 
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Produce handlers do not dare risk their money like that now. Only 
ones who do that now are these short sellers on the board who dash 
around the growing districts with bags of seed in their cars and con- 
tracts, in order to get enough planted to be sure the price will lower 
when the Government acreage figures are announced or to own enough 
to cover their short commitments. These are the so-called onion 
growers who hedge that the exchange talks about, the other 14 pre- 
viously mentioned. 

Before we had futures trading, the only way a speculator could make 
money on onions or potatoes was to buy some and work for appre- 
ciation of value by which all in the deal, grower, shipper, receiver, 
and consumer benefited because supply was spread out through the 
season. 

Today, produce mén do not do that any more. Too many people 
betting against it on short sales. It is now too easy to play the 
board, rather than buy, store, and market actual produce. So the 
grower holds the bag while his prices fluctuate in this wild board 
speculation. 

Farmers, shippers, and receivers know little of the mechanics of 
futures trade. All they know are the tips and the posted prices, and 
the results, and fear accordingly. The exchange prices bear no rela- 
tionship to the supply of onions or potatoes. Exchange prices 
fluctuate wildly each day, based upon the supply of contracts—paper 
onions and paper potatoes, the hot tips and wild humors. 

We now have an industry with no control over marketing its own 
product. The tail is wagging the dog. 

Onions are too small a crop, too perishable, grown in too concen- 
trated areas, onions have no manufacturing value of consequence, 
are too sensitive to slight overproduction, have no storage stability, 
and are too sensitive to adverse weather for futures trading to be of 
any conceivable benefit to the industry—but onions are an ideal 
crop for speculators and the exchange provides the market place for 
them to speculate. The same is true of even the biggest perishable 
produce item—potatoes. 

We did not want the exchange in the first place, but since we had 
it we have repeatedly asked them to clean up their house. They will 
not and canont do it. Nor can the CEA. CEA has said itself that 
it was powerless to stop manipulation. It seems that the only way 
this otikean be corrected is by an act of Congress. 

The futures board does not create a thing. It does not process a 
thing. It does not encourage equality. It does not market produce, 
nor does it consume produce. It performs no service at all. It does 
tear down a good sound industry that has value to the American 

eople. 

We feel that futures trading in perishable produce is morally wrong 
because it permits betting that a farmer will grow his crop at a loss— 
and a way to make the bet a sure thing. 

It is impossible, we believe, for the CEA to regulate a moral wrong. 
No commission can regulate such a thing as larceny. Futures trading 
on our crops, to us, is as bad as larceny and we need a law to prohibit 
futures just as we need laws to protect our homes and farms from 
thieves. 

At the present time, it would seem that all the protection of law is 
for the futures brokers and speculators and not their victims, the 
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onion and potato growers. ‘The onion industry never asked for price 
supports, marketing agreements, or handouts of any kind. All we 
want now is freedom to safely grow and market our crop. 

We need the protection of this law against futures. The only 
losers by this law are the brokerage firms who are performing no 
service to the country in this matter. 

Which is better for the economy of the United States, a few rich 
brokers or the many who make a sound onion and potato industry ? 
It is very definite that we cannot have both. 

If there is anything to be made on our onion and potato crop— 
those who grow and market the produce should profit by it—not be 
beaten out of a living like we have the last 3 years out of 4. 

We produce growers think that the best thing for our industry is 
to let supply and demand of our actual product with good quality and 
good practices govern our living rather than some strange outside 
speculative influence like futures trading. 

What has been said about onions is also largely true about potatoes. 
My only regret about this bill is that it does not include all perishable 
produce, as well as onions. 

All of us, whom [I represent, wish to thank you gentlemen of 
Congress for your interest in our welfare and for your time and 
patience in giving us an opportunity to express our wishes. 

We much appreciate your good efforts to save our onion and potato 
industries. 

T have a letter here dated May 10, 1956, from the Empire State 
= Club, Inc., which I would like to have made a part of the 
record. 

Mr. Grant. Without objection that may be done. 

(The letter dated May 10, 1956, is as follows :) 

May 10, 1996. 
To Whom It May Concern: 


The Empire State Potato Club, Inc., is an agricultural group, organized to 
represent the industry in New York State and to administer to the needs of 
growers and/or shippers in the marketing and distribution of their products. 

This organization, composed of 400 members, has gone on record as vigorously 
opposing futures trading of onjons and potatoes. We fully support national 
legislation which will abolish futures trading in onions, specifically H. R. 7920 
in the House of Representatives and S. 3204 in the Senate. 

David Smith of Canastota, N. Y., is authorized to represent and speak for 
our organization in such hearings as may be held relative to this legislation. 
This letter may be placed in evidence as testimony of our position. 

Sincerely, 
Purp LUKE, President. 


Mr. Grant. Thank you, Mr. Smith. [ Applause. ] 

Any questions? 

Mr. Smirn. Thank you. 

Mr. Grant. Mr. Veril Baldwin. We will be glad to hear from you 
now. 


STATEMENT OF VERIL BALDWIN, PRESIDENT, NATIONAL ONION 
ASSOCIATION, BENTON HARBOR, MICH. 


Mr. Batpwin. Mr. Chairman and members of the committee, my 
name is Veril Baldwin. I ama farmer and onion grower, in business 
with my two sons at Stockbridge, Mich. 
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As president of the National Onion Association, I have been au- 
thorized by more than 25 organizations and groups to represent them 
at this hearing. The exact fears being 112. This is in excess of the 
group here speaking for themselves. Their combined membership 
and representation is conservatively estimated in excess of 100,000 per- 
sons. Membership of these groups comprise practically all the pro- 
ducing and marketing phases of the onion industry. 

We have attached a list of these organizations which have given us 
authority to represent them here. In the interests of brevity I will 
not read these names individually. In the interest of brevity I will 
mention only half a dozen of them. The list is attached. 

First of all, I represent the National Onion Association from Ben- 
ton Harbor, Mich., the Western Growers Association from Los An- 

eles, Calif., the Michigan Muck Crop Growers Association from East 
 anitig: Mich., the Indiana Muck Crop Growers Association from 
Akron, Ind., the Associated Colorado Growers and Shippers from 
Rocky Ford, Colo., the Oakland and Elba Growers Association from 
Elba, N. Y., the Indiana Growers Association from Akron, Ind., the 
Oswego Vegetable Growers Association from Oswego, N. Y., the Colo- 
rado Potato Growers Association from Denver, Colo., the Chicago 
Carlot Potato Dealers Association from Chicago, the Olathe Potato 
Growers Association from Olathe, Colo., the Michigan Agriculture 
Commission, which is comprised of 83 statewide agricultural organ- 
izations, and the Wisconsin Muck Growers Association. 

The complete list is attached. 

My previous testimony in behalf of onion growers and the industry 
was presented before this committee March 24, at Chicago. Being a 
matter of record it need not be repeated. There are, however, several 
additional points of importance which I would like to present at this 
time. 

On April 3, Mr. True D. Morse, Under Secretary of the Department 
of Agriculture, sent letters to Representative Harold Cooley, chair- 
man of the House Committee on Agriculture, and Senator Allen 
Ellender, chairman of the Senate Committee on Agriculture and 
Forestry. 

Mr. Morse, writing in response to committee inquiry, stated Depart- 
ment policy and attitude relative to bills H. R. 7920 and S. 3204, pend- 
ing legislation which will eliminate futures trading of onions. Copies 
of these letters are attached. 

The onion industry has been greatly disturbed by these letters which, 
in effect, recommend that Congress defer and postpone any definite 
action on H. R. 7920 and §. 3204. I shall try to develop why we feel 
so strongly that this is wrong. ; 

First, in any division of our agricultural industry, the grower is 
always the primary consideration, and rightly so. He and the product 
he produces are the basic foundation of the industry. In fact, the 
grower is the industry. 

As growers we have been educated to believe the Department of 
Agriculture is the protector of our interests and that we can freely take 
our problems to them for unbiased judgment and solution. 

The Department letter of April 3, however, is a complete departure 
from that position because it has entirely ignored the growers’ im- 
portance in the industry. The industry feels it can no longer look to 
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the Department for advice and guidance. We are left without direct 
recourse and so must appeal to Congress . 

Press releases and subsequent letters from Department officials in- 
dicate they believe the mass of statistical and factual data so far 
accumulated is not sufficient evidence to determine that onion futures 
cannot be of service to the industry. Mr. Morse’s letter of April 3 
states : 

In light of these factors the committee may wish to consider deferring the con- 
sideration of additional legislation until opportunity has been afforded to eval- 
uate the result of contract revisions and the effect of speculative trading and 
position limits. 

May I point out there is no mention of consideration or evaluation of 
onion growers’ positions. If this recommendation is followed, the 
onion industry could very well become the guinea pig for experiments 
in futures trading of perishable commodities. That would be tragedy. 

Recently we received copies of onion futures statistics and data 
which the Commodity Exchange Authority collected and compiled 
during 8 months of investigation. It is a very comprehensive and 
highly technical work of some 50 pages. 

The onion industry is located in over 100 producing areas, scattered 
throughout 26 States. With such widely located sections it would be 
extremely difficult and costly, if not impossible, to secure complete and 
detailed statistics of the same technical nature as those secured by 
Commodity Exchange Authority. 

Onion growers do have, however, almost 14 years practical ex- 
pecnese with futures. They also have empty pockets to prove their 

nowledge of the problem. No person, group, or agency could possibly 
be better qualified to determine the needs of the industry than growers 
themselves. 

They are opposed to onion futures. If the onion industry is to be 
served, that alone would be the logical and convincing factor in de- 
termining Department of Agriculture policy. In our opinion there 
should be no question on that position. 

It is difficult to determine the number of persons directly connected 
with and affected by the onion industry, but 100,000 or more persons 
would peohenty be an accurate figure. 

Estimates place the number similarly connected with futures trad- 
ing at less than 5,000 persons, which appears liberal. I think that 
figure is extremely liberal. I think 1,000 would be nearer the facts. 
The Department recommendation is hardly compatible with that 
comparison of numbers. 

Resolutions, petitions, letters, and oral communications support the 
contention that 95 percent of the onion industry is vigoroulsy opposed 
to futures trading. With such an overwhelming majority in opposi- 
tion, the Department position becomes even more difficult to under- 
stand. It is discrimination against its own. That discrimination is 
frightening because grower interest is ignored and the majority over- 
ruled in favor of a small group, a group which, incidentally, has no 
real or true identity with agriculture or the onion indusiry. 

That statement can be made because upon close examination the 
futures operator is found to be neither grower, shipper, receiver, 
buyer, seller, packager, or warehouser of onions. The Department’s 
own Perishable Agricultural Commodities Act rules futures opera- 
tors are not required to have a license. 
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Throughout the country every responsibile, representative agricul- 
tural organization has voluntarily gone on record opposing onion 
futures, and in most cases, unanimously. In many areas bank offi- 
cials, chambers of commerce and other civic groups have taken similar 
action. 

Although some have been approached, not one agricultural organi- 
zation, national, State, or local, large or small, has taken any action 
to approve, endorse, or support onion futures. A convincing contrast. 

At the hearing in Chicago, March 24, the four persons who testified 
in favor of futures trading did so as individuals. All were either 
mercantile exchange members or financed by exchange interests. 

Several times I have been told that to eliminate onion futures would 
be a violation and invasion of free enterprise. By that same token 
was it not a violation and an invasion when futures were thrust upon 
the industry against the will and better judgment of its growers ¢ 

Now, after the years of torment, the industry asks only the oppor- 
tunity to return to the intelligent and solid principles of supply and 
demand and to operate itself accordingly. This, we believe, is truly 
free enterprise in its purest, most democratic form. 

Gentlemen, let me thank you sincerely on behalf of those I represent 
for this opportunity to appear before you and present our views. It 
is a siivilede which we deeply appreciate. Thank you very much. 


[ Applause. | 
(The attachment and letters dated April 3, 1956, are as follows:) 


The following organizations, associations and groups have authorized the 
National Onion Association to represent their interests at the House subcommit- 
tee hearings on futures May 16, 17, and 18, 1956: 

1. National Onion Association, Benton Harbor, Mich. 
2. Western Growers Association, Los Angeles, Calif. 
3. Michigan Muck Crop Growers Association, Bast Lansing, Mich. 
4. Indiana Muck Crop Growers Association, Akron, Ind. 
5. Associated Colorado Growers and Shippers, Rocky Ford, Colo. 
6. Oakfield and Elba Growers Association, Elba, N. Y. 
7. Indiana Potato Growers Association, Akron, Ind. 
8. Oswego Vegetable Growers Association, Oswego, N. Y. 
9. Colorado Potato Growers Exchange, Denver, Colo. 
10. Chicago Carlot Potato Dealers, Chicago, Il. 
11. Olathe Potato Growers Association, Olathe, Colo. 
12. Michigan Agriculture Commission,’ Lansing, Mich. 
18. Wisconsin Muck Farmers Association, South Milwaukee, Wis. 

Market organizations and onion operators in the following terminal markets 
have authorized the National Onion Association to represent their interests at 
the House subcommittee hearings on futures May 16, 17, and 18, 1956: 

1. Washington, D. C. 
2. Philadelphia, Pa. 
St. Louis, Mo. 
Pittsburgh, Pa.’ 
Portland, Oreg. 
Cleveland, Ohio. 
Jacksonville, Fla. 
Buffalo, N. Y. 

9. Indianapolis, Ind. 
10. Albany, N. Y. 

11. Chicago, Tl.’ 
12. Minneapolis, Minn.* 
13. Boston, Mass. 

14. Providence, R. I. 
15. Salt Lake City, Utah. 


UD ye Cob 





1 Represents 83 statewide agricultural organizations. 
? Petitions from Chicago, St. Louis, Pittsburgh, and Minneapolis previously submitted 
to the committee at the March 24 hearing in Chicago. 
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DEPARTMENT OF AGRICULTURE, 
Washington 25, D. C., April 3, 1956. 
Hon. ALLEN J. ELLENDER, 
Chairman, Committee on Agriculture and Forestry, 
United States Senate. 


Dear SENATOR ELLENDER: This is in reply to your letter of February 18, with 
which you referred 8. 3204 for consideration and report. 

S. 3204 proposes to amend the Commodity Exchange Act so as to prohibit 
futures trading in onions on commodity exchanges designated as contract mar- 
kets under the provisions of the Commodity Exchange Act. The act, as amended 
by Public Law 174, 84th Congress, which became effective September 24, 1955, 
now prohibits futures trading in onions except on contract markets. Under the 
amendment proposed by S. 3204, the statute would carry both prohibitions and 
thus prohibit all futures trading in this commodity. 

The Department’s experience since September 24, 1955, when futures trading 
in onions was placed within the purview of the Commodity Exchange Act, is 
insufficient to support a definitive recommendation respecting the objective 
sought by S. 3204. During this period, however, the Department has been accu- 
mulating statistical data and other evidence for consideration by the Commodity 
Exchange Commission in the matter of the establishment by the Commission of 
specific limits on speculative transactions and positions in onion futures. And 
the- principal onion futures market has adopted certain revisions of rules designed 
to improve the onion futures contract. In light of these factors the committee 
may wish to consider deferring the consideration of additional legislation in the 
field of onion futures trading until opportunity has been afforded to evaluate 
the results of contract revisions and the effect of speculative trading and position 
limits. 

The Budget Bureau advises that there is no objection to the submission of 
this report. 

Sincerely yours, 
True D. Morse, Acting Secretary. 


DEPARTMENT OF AGRICULTURE, 
Washington, D. C., April 3, 1956. 
Hon. Harotp D. Coorry, 
Chairman, Committee on Agriculture, 
House of Representatives. 

DEAR CONGRESSMAN CooLrey: This is in reply to your letter of February 14, with 
which you refered H. R. 7920 for consideration and report. 

H. R. 7920 proposes to amend the Commodity Exchange Act so as to prohibit 
future trading in onions on commodity exchanges designated as contract markets 
under the provisions of the Commodity Exchange Act. The act, as amended by 
Public Law 174, 84th Congress, which became effective September 24, 1955, now 
prohibits futures trading in onions except on contract markets. Under the 
amendment proposed by H. R. 7920, the statute would carry both prohibitions and 
thus prohibit all futures trading in this commodity. 

The Department’s experience since September 25, 1955, when futures trading 
in onions was placed within the purview of the Commodity Exchange Act, is in- 
sufficient to support a definitive recommendation respecting the objective sought 
by H. R. 7920. During this period, however, the Department has been accumula- 
ing statistical data and other evidence for consideration by the Commodity Ex- 
change Comission in the matter of the establishment by the Commission of specific 
limits on speculative transactions and positions in onion futures. And the princi- 
pal onion futures market has adopted certain revisions of rules designed to im- 
prove the onion futures contract. In light of these factors the committee may 
wish to consider deferring the consideration of additional legislation in the field 
of onion futures trading until opportunity has been afforded to evaluate the re- 
sults of contract revisions and the effect of speculative trading and position limits. 

The Budget Bureau advises that there is no objection to the submission of this 
report. 

Sincerely yours, 
TRUE D. Morse, Acting Secretary. 


Mr. Grant. Thank you. 
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Mr. Kine. Mr. Baldwin, you seem to think that the Department of 
Agriculture has taken a stand definitely in favor of no action at the 
present time. 

I do not interpret their letter as quite that positive, I believe here 
Mr. Morse in his report said that in view of the investigation being 
conducted by the exchange, that “we may” decide to defer consideration 
until the figures are all in. 

In your conversations and in your correspondence which has fol- 
lowed this letter, have you confirmed in any way that the Depart- 
ment is definitely in favor of the delay, or do you still just raise the 
question ¢ 

Mr. Batpwin. This subsequent contact with the interested parties, 
I have no reason, Mr. King, to think that they have modified their 
original advice or original letter on the subject. I hope they have. 

Mr. Kine. It is a little bit difficult to tell what they are advising in 
this letter, because they simply say, as Mr. Morse states, “In light of 
these factors, the committee may wish to consider deferring”—he 
states, “may wish to consider deferring.” 

If the Department took a positive stand on that, he would not hesi- 
tate to say that they advised deferring. But he does not say that in 
this letter. 

Mr. Baupwin. Of course, Mr. King, I am not familiar with the 
procedure and the way they handle those things, but I have been told 
that such advice is usually asked in similar instances and carries 
considerable weight. 

So the fact that they thought that you might elect to do so, I 
would not know how much weight that would be. 

Mr. Kine. We often learn from the Department of Agriculture 
their definite opposition or definite support of a piece of legislation. 

This letter seems to me to be rather noncommittal. They are not 
afraid to take a position, if they do not like legislation—to take a 
peers against it. They are not afraid to definitely approve legis- 
ation that they like. 

It would seem to me that in this matter they are still more or less 
neutral and not definitely opposed to our action. 

Mr. Batpwin. I hope you are right. 

Mr. Kine. Or whatever action we might take. 

Mr. Batpwin. Perhaps, we were unduly concerned, but it is better 
to be unduly concerned than to wish you had been. 

Mr. McIntire. Well, Mr. King, I am glad you brought up that 
point because in my associations with this subcommittee and in view 
of the fact that I attended the hearing in Chicago, I have had numer- 
ous letters since this communication of April 3 which was the Depart- 
mental report on this bill when it apparently became public informa- 
tion, and I have been very much disturbed about the apparent whip- 
ping up of a sentiment that the Department was in opposition to the 
objectives of the onion people, and I appreciate that it comes, per- 
bows from a lack of understanding of the procedures around this 
shop. 

But it looked to me like there had been a concerted effort within 
the industry by some people to pin upon the Department a criticism 
which was not ujstified at all, for within the framework of the pro- 
cedures around this shop, this type of an expression is in order and 
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is customary, and it does not place upon the committee any burden 
whatever, one way or the other. 

The committee is free to function as it wishes and can make recom- 
mendations in opposition to this. And, certainly, from an adminis- 
trative standpoint, at the policy level of the Secretary’s office, when 
the Department had first been placed in a responsible position of writ- 
ing regulations for onion trading, that being effective only since last 
September 24, no one at a policy level could very easily just jump right 
squarefooted from that over into a recommendation to abolish it, with- 
out having built up a substantial amount of evidence and procedures. 

I think that it is most unfortunate that through somebody’s leader- 
ship in the onion industry this position of criticism of the Department 
has been so generally spread, because I think that it is without the type 
of vareful thought which the situation deserves. 

I am sure that, when the facts are in, the Department will, as it has 
in every instance and as Mr. King has stated, take a position for or 
against. 

But I am sure that you or I or the rest of us do not want them 
jumping from pillar to post just because there is a group of people 
out here that think they should jump east at any particular time 


without the facts—should jump east or west or north or south. 

I think that the letter and all that is in it is entirely within pro- 
cedural practice, that it is entirely a sound letter based on the amount 
of evidence that was available to the Department at that time. 

Mr. Baupwin. I hope, Mr. McIntire, that we were unduly con- 
cerned. The onion industry feels like leaving nothing undone to carry 


the objective or relief on this problem. They feel that it has taken 
10 years to get the problem as far as they have. 

Naturally, they are alarmed at anything that might possibly be con- 
strued as opposition to what they are trying to accomplish. 

Mr. McIntire. I can appreciate that. I can understand the in- 
tensity of the problem. 

Mr. Batpwrin. That is right. 

Mr. McIntiee. But I sincerely hope that you do not mean it to be 
a justification for just sounding off in criticism—because nothing con- 
structive will be gained out of that. 

Mr. Batpwin. You are right. 

Mr. McIntire. Unless you are on constructive grounds. 

Mr. Batpwin. Yes, sir. 

Mr. Grant. I think, Mr. McIntire, after these hearings are com- 
pleted it would helpful to the Department if we would give them a 
copy of our hearings—it might be helpful to them in bringing their 
report more up to date. 

Mr. McIntire. Certainly. 

Mr. Grant. Thank you very much. 

Mr. Batpwin. Thank you. 

Might I comment on a couple of things that questions were asked of 
other people? 

I think it should be, for instance, brought to our attention that many 
people feel that they are forced to play the board. I myself feel—I 
haven’t been asked whether I use the board or not—but if there is any- 
thing to do on that board that has not been done, if someone will tell 
me what it is, I will try it. 
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In other words, I have tried to learn how to live with the board. I 
do feel that some people feel that they are forced to use the board, 
They do not want the board. 

There are people here in the room who are here because they are 
opposed to the board and still they engage in dealing with the board. 
To you that might seem inconsistent. I do not think it is. They feel 
that they are subject to the down pressures of the board; unless they 
avail themselves of some of the opportunities to hedge that they will 
eventually be forced out of business. 

So they are forced to use the board against their will. 

There w ere questions asked here about the increasing of acreage. 
This increasing of acreage, when the board appears to have an attrac- 
tive price previous to planting time, is not dene by the rank and file 
of onion farmers, the smaller farmer, but it is done by speculative, 
large farmers who are able to do that. 

I believe that is all. 

Mr. Grant. Thank you very much, sir. 

Mr. Baupwry. Thank you. 

Mr. Grant. Mr. William Piowaty. 


STATEMENT OF WILLIAM PIOWATY, CHICAGO, ILL, NATIONAL 
ONION ASSOCIATION 


Mr. Piowary. Mr. Chairman, before I testify I wish to make a re- 
mark as to the testimony which has already been given, being in many 
ways similar to the testimony which has been given by the previous 
party who testified ; and, also, the testimony which I am going to give. 

It seems rather peculiar, almost coincidental, that the thoughts of 
these people, thousands of miles apart, should have been jelled together 
and all come here to this meeting with many of the same thoughts 
and conclusions from their own experiences. 

So that the repetition is not a repetition from a meeting possibly that 
you might have thought we might have had, but the conclusion of 
just their own thoughts individually, gotten up in their own minds, 

Honorable Chairman, Congressmen, and guests, my name is William 
J. Piowaty of C hicago, Til. I feel I am qualified to testify before 
this group account of my many years of experience in the merchan- 
dising of produce. 

I am president of Piowaty Fruit Co., Chicago, IIL., 2 ARPES © arlot 
distributors, and jobbers. The firm has been in business for over 50 
years and is considered one of the large operators specializing in 
onions. 

We are one of the founders of the National Onion Association, 
established 46 years ago, which organization is the only one directly 
representing the onion industry. 

I am also a member of the Chicago Mercantile Exchange and have 
been such a member for the past 10 years, This, however, will not 
deter me from expressing my opinion and views as to why I advocate 
the abolishment of onion future trading. 

T trade on the exchange and also trade as a broker for several ac- 
counts, but I cannot sit by and see our industry and our entire market- 
ing structure ruined, and our growers going bankrupt because a few 
greedy speculators want to play with an easily manipulated com- 
modity. 
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I have been in business 47 years and do not expect to continue much 

longer, so that I can have no possible personal gain in the position I 

take, other than the service I may render to the onion industry and 
the help I may give them to survive. 

The representation which the onion industry has at this meeting 
is comparatively small compared with the representation we had at a 
similar meeting at Chicago about 2 months ago, where 175 people, 
mostly growers, attended—mostly growers from practically every 
onion producing sections of the U nited States. The growers large and 
small were there to voice their objection to future trading of the onion 
crop which they produce. 

The presiding officers at this hearing could hardly have left the meet- 
ing at Chicago without a firm convic tion that the people who are most 
vitally affected and interested in this controv ersy, the growers, were 
practically 95 percent for the elimination of future trading, and of the 
approximate 30 who testified, only 4 were in favor of future trading, 
and those 4 were either members of the exchange or were being financed 
by exchange members. 

Most of the testimony from our growers has already been given at 
Chicago—most could not come to Washington to attend this he: aring, 
and it’s the crucial time on their farms—the time of planting, and also, 
many could not afford the expense after the three past disastrous 
seasons. 

Therefore, a few of us will try to represent the onion industry and 
be in hopes that you will take the time to read some of the testimony 
given at the Chicago hearing. 


Statistics show that the average winter onion crop in the United 
States for the past 10 years has been approximately 30 million bushels, 
of which only between 10 to 11 million bushels will meet the require- 
ments of board delivery. This small crop cannot be compared to the 
millions of bushels of wheat and corn which are being produced. 

The oe open interests on the commodity exchanges of trades 

whe 


per day of at and corn, since the war, as stated in the Department 
of Agriculture Statistical Report is approximately 100 million bushels 
of wheat and 60 million bushels of corn 

Compare this to onions on which the daily open interest has been 
approximately a million bushels. The comparison is 100 to 1. From 
this you can readily see why onions are so vulnerable to manipulation. 

A half million dollars, and that is small money as far as commodity 
and stock operators are concerned, can swing the onion market up or 
down at will. I am not here to go into details as to how these manipu- 
lations were accomplished. It has been done; and, no doubt, will con- 
tinue to be done. 

If rules and regulations were established to eliminate these vicious 
abuses, the rules would have to be so stringent and so well policed that 
trading would be so curtailed that the volume would be so small that 
it would not warrant maintaining a futures market. 

Onions are too variable in quality even in the U. S. #1 grade for 
a buyer to buy with any degree of confidence. 

Onions have no processing value and are unlike grains, which can 
be stored indefinitely and are purchased by mills and processors as a 
hedge against their sales of the finished products. A mill will pd 
wheat for $2 a bushel for future delivery and immediately sell ¢ 
comparative amount of flour for the same delivery. 











216 FUTURES TRADING 





We have nothing like that in the onion business. The only de- 
hydrators of onions are in the West and the variety they use is not. the 
variety traded on the exchanges. There are no dehydrating plants in 
the East or Middlewest. 

Further, the amount of onions dehydrated and those used for can- 
ning is negligible compared to the size of the crop. I would say about 
2 percent. These users do not in any way affect the trading in onion 
futures. 

Onions are perishable and even under good storage conditions can- 
not be kept on an average, of over 6 months. After April Ist, these 
onions have very little value, as the new crop is on the market; and 
the trade generally will not buy the old crop onions once the new is 
available. 

Those who‘are not in favor of the elimination of onion futures trad- 
ing will argue that onion trading is no different than trading in other 
commodities, or in buying and selling stocks on any stock exchange. 

With this I dis . When-one sells stock on an excha dee 
example, General Motors or Sears, Roebuck or any large manufactur- 
ing corporation, he is only selling the stock; and if the price goes 
down, the price of the automobile, refrigerator, implements, eaddinie: 
clothes, et cetera, has not changed one iota, although the price of the 
stock may have fluctuated as much as 25 to 50 percent ; also, vice versa 
on the raise of the stock, the merchandise it represents has not in- 
creased with every change of the ticker tape. 

Not so with onions, a commodity in which the entire volume of 
deliverable onions meeting board requirements after November 1 
would not amount to over 10 to 11 million bushels. Every fluctuation 
on the futures market directly affects the farmer and the cash market. 

We have found that although the cash market on onions, we will 
say, may have been $1.50 on a Monday, and the next day the nrirket 
closed at $1.25, we were unable to sell cash actual onions for $1.50, 
although the volume of onions available was no more than the pre- 
vious day and the market at the terminals had not changed its cash 
quotation one penny. 

The situation was no different as to wey and demand, but the 
manipulation had forced prices down, so that the millions of bushels 
effected, both deliverable and nondeliverable grade was reduced in 
value several million dollars, directly affecting the grower on any 
amount he may have had on his farm. That is a bad situation where 
a few speculators can, with their manipulation, affect the pocketbook 
of hundreds of farmers. 

To give further proof that onions have very little value other than 
for consumption in their original state, I quote from figures from the 
Year Book of the Chicago Mercantile Exchange and from Government 
market reports: 

1953 market on CME closed March contract, $3.72, cash market value April 5, 
ee market on CME closed March contract, $0.76, cash market value April 5, 
$0.30 to $0.40. 

1955 market on CME closed March contract, $1.60, cash market value April 5, 
$0.40 to $0.50. 

1956 market on CMB closed March contract, $0.15, cash market value April 5, 
$0.20 to $0.25 (all time low). 

If onions had a processing value, hundreds of cars would not have 
sold for such ridiculously low prices and hundreds of cars would not 
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have been sold this season for $10 to $50 for an entire carload of 600 
sacks and many would not have been dumped. 

It actually costs a grower an average of $1.50 per sack to grow, 
pack, and ship a sack of onions to Chicago in the month of March. 

Referring to the above figures, I want to give our own experience 
in March 1953. We delivered on the exchange several cars of onions 
on the March contract at $4 per sack. On about April 5, we bought 
some of these same cars back after the March contract closed from 
the party who had taken delivery, at 50 cents per sack. 

In this instance, manipulation caused a fictitious high value on the 
onions. If like grains, or even eggs or butter, which are under price 
support, and if they are not sold in 6 months they can be held over 
for one or more years and always have a value to the processor. What 
happens to onions could never happen to a commodity that lends itself 
to processing. Such a commodity always has a relative value. 

The onion industry never has asked the Government for price sup- 
vorts. It was offered to us years ago; and on putting to a vote, our 
industry refused to accept supports and subsidies. All we ask is to 
let us market, our crop without interference on the ever-tried prin- 
ciple of supply and demand. 

Onion future trading has cost the growers, dealers, and distributors 
in the past few years, millions of dollars, with no gain or good being 
Jeune by any segment of the industry or the consuming public. 


Gentlemen, who should be given first and greater consideration ? 
The hundreds of growers who put in their finances, hard labor and 
efforts to produce a crop, or a small group of speculators concentrated 


on two mercantile exchanges ? 

If one figures the growers and the dealers and distributors and the 
amount of people they employ who are dependent on them for their 
livelihood on the results of the onion crop, against a small group only 
primarily interested in mercantile exchange operations, the ratio again 
is easily 100 to 1. 

Onion future trading has been a very costly experiment, with no 
gain or good being derived by the industry or of any benefit to the 
consuming public. 

In closing, I wish to reiterate that I have no possible personal gain 
to achieve, neither have I any animosity against the exchange or its 
members. I have watched the operations on the exchange for years, 
and first voiced my objections to future trading in an article pub- 
lished in The Packer on oe 8, 1953. This publication is the trade 
paper of our industry and [ advocated at that time the elimination of 
future trading. I do know and I am positive that the only and best 
solution of the problem is the elimination of future trading. 

Therefore, we of the onion industry are asking for the elimination 
of future trading of onions and the passage of bill H. R. 7920 and the 
companion bill, S$. 3204. 

Gentlemen, I thank you for the privilege of having testified before 
you. 
~ Mr. MoInrime (presiding). Mr. King. 

Mr. Kine. Mr. Piowaty, you bene really a wholesale merchant 
essentially, I would like to ask how closely do the market prices, the 
cash prices in the market, follow the prices on the board ? 

Mr. Piowaty. Well, we are distributors. We do a national busi- 
ness. We sell allover the country. And it is surprising how quickly 
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Atlanta, Ga., Albany, N. Y., and Cicinnati, Ohio, Detroit, Mich., or 
any of those markets will know the onion market broke 10 cents that 
morning. 

And we will quote onions, as I said in this testimony, for $1.50, which 
is the price the day previous and the market has broken 10 or 15 cents. 

We cannot sell that care of onions for $1.50, although the situation 
has not changed. The same, say, with the Chicago market. If we have 
onions in Chicago and we have them on track in the morning, the 
business is all done there on track terminal, the trade waits for that 
board to open up before they will buy a car of onions. 

Mr. Kine. There is then a very definite sensitivity on the part of the 
buyers to the quotations on the exchange ! 

Mr. Piowary. It is very sensitive. 

Mr. Kine. And instead of using their own judgment as to supply 
and demand, do they come to depend almost entirely upon the board ? 

Mr. Prowary. That is right. 

Mr. Kine. They take that as the concensus of opinion of all of the 
speculators ¢ 

Mr. Prowary. That is right. 

Mr. Kine. Which might be good judgment, with respect to some 
other commodities, but your contention, as I understand, is that mainly 
with onions that that is purely a balance between the gamblers who 
are trying to buy and, let us say, make a deal, trying to influence the 
market on a commodity which they consider is so small in volume that 
it is subject to manipulation. 

I hesitate to ask—yon, certainly, do not want any names mentioned— 
but would it not be fair to say that you have known of deals in this 
onion trading, onion futures market, over the last 4 or 5 years that 
were definite attempts to manipulate the market, definite attempts to 
buy onions in excess of all of the onions in the United States that were 
deliverable at the time? 

Mr. Piowary. That is right. I have also known of instances where 
onions were purposely delivered on that Chicago market to depress the 
market. And the more they brought in, the more it would depress it. 
And they would deliberately go out and pay more for the onions than 
even the board was, to give the grower a premium of 10 cents over the 
board price, “if you will agree to deliver them on the board in Chi- 
cago”—to bring those onions in and depress the market further. 

The more they brought in the more it would be depressed. 

Mr. Kine. I am sure you realize the prohibitions in the futures 
trading will not solve all of the problems of the onion growers that 
are created by surpluses. 

Mr. Piowary. No. 

Mr. Kine. Even in the regular produce industry marketing, I think 
you would have a more stable market but still you would have very low 
markets if the growers are foolish enough to continue production in 
excess of the consumative demands. 

Mr. Prowary. That is right. 

I testified at the Chicago meeting—I haven’t that testimony here— 
where I took the figures for the last 11 years, since we have had futures 
trading of any consequence. And in the 11 years I think it was 6 or 
7 years of the 11 years where the onions in the month of March sold for 
less than the cost of production. 
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And the previous 11 years before we had futures trading, we only 
had 2 years where they sold at those low prices. So overproduction 
has some effect. on it. 

Mr. Kine. There has been at some part of each trading season 
for the last 5 years a precipitous crash following high prices in 
this futures trading market, isn’t that so? 

Mr. Prowary. I didn’t get that. 

Mr. Kine. In each of the last 5 years there has been a very pre- 
cipitous drop following high prices on the board. 

Mr. Piowary. That is right; always has. 

Mr. Krne. One so sudden that you would find nothing to com- 
pare with it in the regular wholesale trading that goes on in the 
produce industry ¢ 

Mr. Prowary. I testified here about these same onions that we 
delivered at $4, 10 days later we bought them back at 50 cents. 
They were never worth $4. We have made money on the board. 

But that does not deter me from testifying here as to what I think 
is good for the industry. 

Mr. Kine. Thank you. 

Mr. Prowary. Thank you. 

Mr. Kine. (presiding). We will now listen to Mr. Jesse Haney - 
from Canastota Farms, Albert Lea, Minn. 

Is Mr. Haney here? 

(No response). 

Mr. Kine. Mr. Clarence Lee, Malheur County, Oreg., Onion 
Growers Association. 


STATEMENT OF CLARENCE LEE, MALHEUR COUNTY, OREG., ONION 
GROWERS ASSOCIATION, ONTARIO, OREG. 


Mr. Lee. Mr. Chairman and members of the committee, I am 
Clarence Lee of Ontario, Oreg. It is with a profound sense of re- 
sponsibility that I appear before this committee today in behalf of 
the onion growers in my district. I bring the message of growers 
in Malheur County, Oreg., a message which has been heartly endorsed 
also by onion growers of districts in western Oregon. 

Growers in these parts of Oregon, along with the part of our pro- 
ducing district that is located in southwestern Idaho, produce about 
one-eighth of all the late summer and storage onions grown in the 
United States. 

These growers feel that trading of futures in a perishable crop 
such as onions can add nothing to the industry, but instead creates 
difficulties that are harder to overcome than any of the natural hazards 
of growing a crop of onions. é 

Cun major difficulty is the excess acreage that is planted year after 
year at the instigation of speculators, for trading on the futures board. 
The trades are made far ahead of planting time, and the trader then 
contracts to get onions grown to meet his commitments. 

A grower holding a contract. from a speculator, or one who has 
hedged his onions liectiy, is commonly thought to be protected on 
his production risks. He is, to the extent of the contract onions. But 
for the industry as a whole these contracts encourage excess acreage 
because the grower does not have to look to the consuming market 
to dispose of this part of his commodity. So he plants both contract 
onions, and his normal acreage for the fresh market. 
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How do I know this happens? Twenty-five years experience as an 
onion grower has taught me that when an onion producer can make 
sure of a little profit through contracting, he assumes that there will 
be more profit sional greater volume, so he just increases his acreage 
by the amount of the contract. 

Then when the time comes to dispose of these onions committed on 
the futures, what happens? Many are never delivered on the board. 
The contracts are bought in by the speculator who probably is in some 
other business than onions, and he has already either made or lost 
his money and is through with the onions, but they still have to find 
their way into produce channels on top of the normal supply grown for 
the consuming market. 

Some are delivered to the Board speculators. There are the real 

jokers. 
They arrive in bunches, all at one terminal, at the close of each 
trading month. They can’t be anything but salvage. There’s no 
place in the produce trade channels for them, because these channels 
are kept supplied by regular commercial deliveries. 

They don’t even belong to people who know how to sell onions. 
They are not governed in price To need to meet packing and ship- 
ing expenses, because these have been met as a part of the speculative 
deal before they were delivered. 

Our growers couldn’t compete in the markets last season with these 
futures deliveries of onions. Such onions supplied a good part of our 
usual markets for medium onions in the Midwest at prices about the 
same as our freight cost. 

But I think these facts are pretty generally recognized, and have 
been supported by substantial testimony in previous hearings of this 
committee. So I don’t belabor them further. 

But what to do? 

It has been suggested that regulation of the futures trading prac- 
tices could correct these and the many other difficulties. Let’s see what 
the os is so far on regulations, and what further ones might be 

ossible. 
: In February the exchange put in certain rules. They fixed a limit 
of 300 contracts a trader could hold at one time, presumably to keep 
a one from controlling enough contracts to engage in price manipu- 
ation. 

Does the exchange believe these traders aren’t smart enough to work 
together, or that any trader couldn’t rustle up enough relatives to 
become traders so he could control as many contracts as he wanted ? 

Then the exchange fixed a 25-cent markoff for any onions delivered 
from storage in Chicago. I’m not quite sure why. But if these onions 
were distress merchandise and demoralized the cash market when the 
holder has some choice as to when he sold them, what will they do 
when all receivers are forced to dispose of their delivered onions at 
once by this markoff ? 

There were some regulations imposed to help maintain quality, but 
I’d say on the whole the score for regulation up to now is pretty low. 
We might think of what further regulations could be imposed. 

One regulation that would help, our association proposed to the 
Commodity Exchange Authority last fall. We felt that delaying 
opening of trading in futures contracts until onion planting was com- 
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pleted would stop the planting of excess onions just for speculation. 
The answer we got from Administrator Kauffman was that it was 
beyond the legal authority of the CEA to impose such a regulation. 

If the law won’t allow realistic regulation, and if the piecemeal ones 
that are imposed haven’t a chance to change anything for the better, 
why experiment with regulation and leave the onion grower still 
saddled with the problems created by the futures? 

The futures market doesn’t market any onions. I’d like to read 
you a quote: 

Speculators trade to make a profit from price changes and in most cases would 
find it costly and troublesome to become involved in the delivery provess. Mer- 
chants and processors use the futures markets as a means of hedging price 
risks and usually do not look upon the futures markets as a source of supply 
or as a merchandising outlet for cash commodities. 

The reason, of course, is that in buying and selling cash commodities mer- 
chants and processors prefer to deal in the cash markets, contracting for the 
specific grades and quantities required for their needs and for the preferences 
of their customers. 

Since deliveries on futures contracts in most commodities may be made in 
a variety of grades, and at seller’s option, merchants and processors with long 
hedging positions in futures usually do not wish to run the risk of receiving 
unwanted grades that might be involved in standing for delivery. 

Do you know who makes those statements that futures speculators 
can’t and don’t want to market onions? That was from the 1954-55 
report of the Commodity Exchange Authority, legal godfather of 
trading operations on the mercantile exchange. 

As long as this thing serves no purpose to the onion industry, but 


instead acts as a millstone around the grower’s neck, we respectfully 
ask you peowle as our Representatives if you won’t take steps to legis- 


late it out of existence. 

Mr. Grant (presiding). Mr. King. 

Mr. Kine. You make the point that the opening of trading before 
planting time has a tendency to encourage increased acreage ? 

Mr. Ler. Yes. 

Mr. Kine. Do you think that it would help a great deal if the ex- 
change itself ruled that the trading period should be, say, 5 months 
instead of 11 months? 

Mr. Lee. I think, Mr. King, that it would be a step in the right 
direction, very definitely. 

Mr. Kino. Would you shorten it as much as 5 months? 

Mr. Ler. I personally would very much dislike to see the board 
opened before the complete planting period was over, As I under- 
stand it, some of the ooys even yet around the Elba district, they 
testified, have not got their complete crop in. So I do not think it 
should be at any rate before the 1st of June. 

Mr. Kine. Probably fix a date then around June ist? 

Mr. Ler, Not before that. 

Mr. Kine. Thank you. 

Mr. McIntire. Mr. Chairman and Mr. Lee, I apologize. I went 
over to answer a roll call, I was not here for most of your testimony. 

I do not know exactly what inference should be drawn fro.n this 
next to the last paragraph, following your quote: 

That was from the 1954-55 report of the Commodity Exchange Authority, 
legal godfather of trading operations on the mercantile exchange. 

72795—56—pt. 3——5 
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Just what is your reference there to “legal godfather” ? 

Mr. Lez. Really, they are the ones that watch over and make the 
recommendations, either to curtail or to allow the Mercantile Ex- 
change to operate under specific regulations, do they not? 

Mr. McIntire. Yes. 

_ The point I wish to make is that I am not sure, but I hope there 
is no misunderstanding in the onion industry that until September 24, 
1955, the Commodity Exchange Authority had no supervision over 
onion trading whatever. 

And certainly, since that time you have had only such time as has 
run, while you were already in the trading of the crop in production 
and some of it harvested and in the market—and the Demenbdity Ex- 
change Authority has had only since that time to examine the trading, 
to line up and propose, to develop their regulations, and to test them 
out as to whether they are equitable or not. And if this inference 
here is that there is a need for more than that which they have done 
to date in the way of regulation—and certainly they are not to be 
condemned for not having been involved or condemned at all for any 
of their observations when they were not in supervision of trading— 
and furthermore, that goes for the Department of Agriculture’s 
position. 

Bear in mind the Department of Agriculture, as a whole, from the 
policy top levels down through have had no responsibility as such 
with regard to this trading vehicle for onions, until the law put 
onions in that list of commodities under the supervision of the CEA. 

And so I think we want to look at it somewhat objectively. Here 
you folks have had experience for 14 years, and the Department has 

ad some specific responsibility only since last September—that we 
just kind of have to keep things in focus and in balance. That is all. 

I just plead for that kind of objective analysis of this situation 
and the responsibilities inherent in the respective positions. 

Mr. Les. We are hoping only, Mr. McIntire, that this Commodity 
Exchange Authority will be granted enough authority to do as it sees 
fit. For instance, when I read my testimony here concerning asking 
them to delay the opening of the futures market and we got the 
answer back from Mr. Kauffman that it was not within their jurisdic- 
tion to control that thing, they had no power over it. 

Well, if they are going to control this onion situation we only 
hope—and we do not say it in a manner of criticism, only in a con- 
structive way—we only hope they will be given the authority to carry 
out the wishes and the needs of the industry. 

Mr. McIntire. Fine. That is right. 

I would like to point out, too, that this subcommittee of which 
Mr. Grant is chairman and I have the privilege of being a member, 
to study futures tradings on perishables, and more perishable onions 
and potatoes, was set up even before the Commodity Exchange had 
the authority to go in and even lay down any regulations on onions. 

It is not possible within the framework in which we all work in this 
legislative field to start off at 10 o’clock in the morning and have a 
thing wound up at 4 o’clock in the afternoon. 

The machinery just does not work that way, that is all. 

The Committee on Agriculture, in adopting the resolution which 
established this special subcommittee recognized even last July that 
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this was a matter which deserved and was of sufficient importance to 
deserve the time and study of a special subcommittee with the specific 
objective of examining and developing such constructive recommenda- 
tions as we can to the full committee. 

So there has been an awful lot jammed into the last few months on 
this whole problem. That is the point I wanted to make. 

Mr. Ler. I appreciate that. 

Mr. Krnea. I think it is significant that Mr. Kauffman said that it 
was beyond the legal authority of CEA—in any commodity, I assume, 
not only just with respect to onions—to impose regulations on this 
limitation of time of trading. 

I think perhaps that is beyond the original provisions for the CEA 
authority. It probably means that that specific fine they cannot 
do even after they have made all of the investigation. It would take 
new legislation to give them that authority. 

Even if you miscalled them as “godfather” of the market, I think 
it is signficant that you quote them in saying that speculators trade 
to make a profit from price changes and in most cases would find it 
costly and troublesome to become involved in actual] deliveries. 

Mr. Lez. Yes, sir. Thank you. 

Mr. Grant. Thank you very much. 

Mr. Lee. Thank you. 

Mr. Grant. Mr. Joseph Giordano. 


STATEMENT OF JOSEPH GIORDANO, GROWER, BATAVIA, N. Y. 


Mr. Grorpano. Mr. Chairman and gentlemen of the committee, my 
name is Joseph Giordano. Iam an onion farmer. I live in Batavia, 
Y 


I really do not have much to add to what others have said but if 
you would like I will read what I have down here. 

Mr. Grant. Proceed. 

Mr. Giorpano. If someone told me 10 years ago that I and a group 
of onion growers would be going to Washington to plead with you 
men, our representatives in Government, for the privilege and right 
to exist, I would have laughed at him, but here we are pleading with 
you to help us, not by outright donations, as you have been confronted 
with as of late by other farmers, but to rid us of this cancer that is 
plaguing us at this time—futures trading in onions. 

I have nothing against these Chicago brokers as individuals, as 
many of them are friends of mine, or were up to this time. 
[ Laughter. ] 

If I go broke, I would like to have the satisfaction of knowing that 
it was the law of supply and demand that sent me to the poorhouse, 
not the practices of a group of wealthy paper speculators and manip- 
ulators who only this past March brought the market down to 10 
cents a bag. 

Thank you. [ Applause. 

Mr. Quaae. Thank you. 

Mr. J. H. Selby, is he in the room? 
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STATEMENT OF J. H. SELBY 


Mr, Setsx, Mr, Chairman and gentlemen of the committee, my 
name is J. H. Selby. 

I have been asked by Mr. H. Haskel Lurie, executive secretary of 
the Chicago Potato Jobbers Association and the Produce Purveyors 
Association of Illinois to present this statement in favor of the per- 
manent elimination of futures trading in onions. 

To save time it will not be read. With your kind permission I 
would like it to become a part of the record of this hearing. 

And thank you very much, 

Mr, Grant. You are quite welcome, sir. Without objection that 
will be done. 

(The statement is as follows:) 


Honorable chairman and members of the Subcommittee on Agriculture, I am 
sorry that my schedule does not afford me the opportunity to personally appear 
before this committee to express our views on the current legislation H. R. 7920 
now under consideration. I want to preface my remarks by explaining that the 
statements contained herein are made for and on behalf of 25 members of a trade 
association called the Chicago Potato Jobbers Association who are principally 
engaged in the distribution from carlot to wholesale and retail levels, of potatoes 
and onions exclusively, in the greater Chicago area; and also on behalf of the 
Produce Purveyors Association, a trade association whose 28 members are en- 
gaged in the sale and distribution to hotels, restaurants, and institutions of fresh 
fruits and vegetables, including onions, in the area encompassing the northeast 
portion of the State of Lllinois. 

I shall try to explain the position of the distributor anent this legislation with- 
out being repetitious yet supporting the facts and figures so well presented by the 
growers at the hearing in Chicago. 

In plain blunt language, onion futures on a contract market have disrupted and 
disorganized the proper distribution of the available annual crop of onions. The 
proponents of futures markets have contended that one of the purposes of a 
futures market is to create stability of price and distribution. This has not been 
aecomplished. The fact is that it has hindered the customs and practices long 
established, and has brought into chaos an otherwise normal distribution. Let 
me put it to you this way: 

How would you gentlement like to be in a business where it is necessary for 
you to rise some time before 5 a. m. every weekday morning, drive down to your 
warehouse, check your inventory of perishables, find that it is necessary to re- 
plenish your stock to fill your orders for the day, to retail stores, hotels, and 
restaurants; then about 7 a. m. drive down to the team track which is your source 
of supply, have your trucks available and ready to load, and find that the 
onions are not available until the steck brokers’ office is opened at 9:30 a. m., at 
which time you are advised if, when, and at what price onions will be sold. 
Believe it or not, this is typical of what has happened, not once but on many 
oceasions. Let me give you another typical example: One of our dealers has been 
fortunate enough to have some chain store business. One day his tongue was 
literally hanging out in need of a car of 600 bags of onions. Team track holdings 
were large, but all United States grades were being held for board delivery, and 
none were available for immediate sale and distribution. Our man was deprived 
of the opportunity for a physical sale of onions. On many occasions when a tug- 
of-war was being fought between the long and short positions, carlot sales were 
limited. There even developed a fear amongst some sellers that a carlot sale to 
a distributor could disturb the long or short position and, therefore was avoided. 

The Chicago market has seen periods when sales to distributors of United 
States No. 1 onions were deliberately withheld, and were caused to deteriorate 
to effect a change of grade, so as to support a board position. Too often, good 
cars of onions which should have gone into consumer channels have been kicked 
around on team track and in warehouses from one contract option to another, 
and finally winding up in the dump. 

The futures contract board has created the anomalous position of destroying 
the incentive of top grade growers and packers to ship premium quality packs, 
and at the same time has created enormous holdings for board deliveries of 
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United States Grade No. 1 onions held in storage for long periods of time and 
kicked around until the onions became worthless, These should have gone into 
consumer channels. 

The board has been the factor in creating a shortage in December, where the 
distributors and consuming public either have been without onions or have 
paid exorbitant prices to obtain them; and then 3 months later, create a dearth 
of the commodity which evolves itself into a glut on the market with an absence 
of increased sales so that neither the distributor nor the housewife is benefited. 

All of us should be aware of the 1953-54 onion deal where the price on the 
contract market was $4.50 per 50-pound bag up to the closing date of the futures 
sales ; and 25 to 50 cents per bag a few days later. 

I could go on and on relating instances of disruption. Suffice it to say that 
it has created a frustrated and helpless group of distributors who cannot seem 
to adjust to the impact of a Wall Street and LaSalle Street operation on an 
industry where their experiences have afforded them a place in the channels of 
distribution. 

We have tried to adjust our methods of distribution to conform to the schemes 
involved in futures trading. It just can’t work. The mechanics of hedging and 
other practices involved in futures trading offer no security to the operation of 
the distribution. There are certain practices and customs in the marketing of 
perishables which are based upon long experiences, matters of value and judg- 
ment that have developed between the growers, the shippers, receivers, and dis- 
tributors which cannot be governed by the futures markets. One might say 
that if the distributor has a place in the futures market, it is only as a gambler. 
If, therefore, he is placed in a position of a risktaker or gambler, he is destroying 
himself as the salesman and distributor for the growers and shippers, and is 
adding upon himself burdens which will detract from his usefulness in the 
stability of the produce industry. This, I am sorry to say, has happened in some 
singular instances. He then may become a gambler with all its ugly implica- 
tions. This is not good for agriculture. Our grassroot distributors don’t like 
futures trading of onions or of any other perishable fruit or vegetable. 

We were amongst the leaders in seeking legislation to place futures trading 
.of onions under the Commodity Exchange Authority. We anticipated such 
supervision could remedy the existing evils. This action was taken as a 
stopgap for the unregulated practices which created manipulation and volatility 
in the market. We are not convinced today that the CHA can exercise suffi- 
cient control under the existing law to prevent the unwarranted fluctuations 
of a small, sensitive, perishable commodity, namely, onions. The result can only 
bring economic disaster to the growers, and complete destruction of the dis- 
tributors, and a hoax upon the public. The CEA may perhaps assist in analyz- 
ing and evaluating the practices which will merely tend to only delay action on 
the part of Congress to legislate against this evil. 

Gentlemen, the distributors join the growers in condemning the use of con- 
tract markets for the sale of onions, and we ask you to favorably report the 
King bill H. R. 7920. 

I want to thank you for your consideration. 

H. HasKetyt Lurtz, 
Executive Secretary, Chicago Potato Jobbers Association and Produce 
Purveyors Association of Illinois Inc. 


Mr. Grant. That concludes the list of the witnesses we have sched- 
uled here today. We have a very full list tomorrow, Thursday, May 
17, and a very full list for Friday, May 18. 

If'there is no one else to testify we will stand adjourned until 10 
o’clock, promptly, tomorrow morning. 

(Whereupon, at 3:45 p. m., the committee adjourned, to reconvene 
at 10 a. m., Thursday, May 17, 1956.) 
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THURSDAY, MAY 17, 1956 


House or RepresENTATIVES, 
SrecraL SuBCOMMITTEE ON FurTuREs 
TrapING In PertsHas_Le CoMMOpDITIEs, 
CoMMITTEE ON AGRICULTURE, 
Washington, D. C. 

The special subcommittee met, pursuant to notice, at 10:10 a. m., in 
pom 1310, New House Office Building, Hon. George M. Grant pre- 
siding. 

Pomenie Representatives Grant and McIntire. 

Also present: Representatives King and Dague. 

John Heimburger, counsel; and Francis M. LeMay, staff member. 

Mr. Grant. The subcommittee will come to order. 

The first witness is Mr. John C. Lynn of the American Farm Bureau 
Federation. Will you come around, please? 


STATEMENT OF JOHN C. LYNN, LEGISLATIVE DIRECTOR, AMERI- 
CAN FARM BUREAU FEDERATION; ACCOMPANIED BY JOHN DATT, 
DIRECTOR, FRUIT AND VEGETABLE DEPARTMENT 


Mr. Lynn. My name is John C. Lynn, legislative director of the 
American Farm Bureau Federation. We have a brief statement that 
we would like to file for the record, sir; and I would like to just make 
a few comments. 

Mr. Grant. Without objection, the statement will be filed. 

(The.statement is as follows :) 


STATEMENT OF THE AMERICAN FARM BurREAU FEDERATION, By JOHN C. LYNN, 
LEGISLATIVE DIRECTOR 


We appreciate the opportunity to present the views of the American Farm 
Bureau Federation to this subcommittee with regard to futures trading in 
perishable agricultural commodities. The matter of futures trading in perishable 
agricultural commodities, particularly onions and potatoes, as been of interest 
to the Farm Bureau for some time, 

In March 1955 the American Farm Bureau Federation fruit and vegetable 
advisory committee discussed some of the problems that had arisen in connection 
with onion and potato futures trading. The advisory committee, which is made 
up of leading fruit and vegetable growers from all areas of the country, recom- 
mended that “American Farm Bureau Federation urge the Commodity Exchange 
Authority, USDA, to initiate and pursue a vigorous investigative and prosecution 
program relative to price manipulation under existing laws; that failing in ac- 
complishment of this purpose American Farm Bureau Federation should work 
toward the elimination of futures trading in potatoes and onions on the com- 
modity exchanges.” This recommendation was approved by the American Farm 
Bureau Federation board of directors and a meeting was held with CEA authori- 
ties to discuss the matter. 
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In September 1955 the American Farm Bureau Federation fruit and vegetable 
advisory committee again discussed this matter and recommended that “Ameri- 
can Farm Bureau Federation work toward the elimination of futures trading in 
potatoes and onions on the Chicago and New York commodity exchanges. We 
believe that the futures trading in these perishable commodities has been of 
little benefit to producers but has, in fact, worked to their detriment.” This 
recommendation also was approved by the American Farm Bureau Federation 
board of directors. 

In March of this year this matter was again discussed by the American Farm 
Bureau Federation fruit and vegetable advisory committee and the September 
1955 recommendation reaffirmed. 

We are citing this background in order to have it understood that the Farm 
Bureau’s attitude on this matter was not recently or hastily arrived at. The 
matter has been discussed by onion and potato growers in the Farm Bureau over 
the last several years. 

Our recommendation that steps be taken to eliminate onion and potato futures 
trading from the various commodity exchanges is based on the following reasons: 

First, onions and potatoes by their very nature are perishable commodities 
and cannot be stored for an unlimited length of time. While it is true that both 
onions and potatoes are stored at the time of harvest in many areas, it is also 
true that they must be either sold, destroyed, or fed to livestock in the case of 
potatoes, within a relative short marketing season. They cannot be held from 
one crop year to the next and each spring brings the end of one year’s storage 
crop and the beginning of another crop movement. 

This situation is quite different from that of other commodities involved in 
futures trading, such as wheat, corn, cotton, or that which can be stored satis- 
factorily from one season to the next: The futures market for these storable 
commodities performs a valuable role since hedging provides price risk insurance. 
We have supported futures trading in these storable commodities, but believe 
that such commodities as onions and potatoes, because of their perishability, do 
not lend themselves to sound futures trading. 

Secondly, the volume of either onions or potatoes that is involved in futures 
trading is relatively small, and this facilitates price manipulations. In the 
ease of onions, 1955 production was estimated by USDA at 40 million bushels, 
of which only about 15 million bushels would be suitable for delivery on the 
mercantile exchanges. In the case of potatoes, Maine is the only area that is 
involved in futures trading for all practical purposes. Maine’s production was 
estimated at 64 million bushels in comparison with an estimated total 1956 
production of 382 million bushels. Of course, not all of the Maine production 
would be involved in futures trading. 

In contrast to these commodities, the production of corn, wheat, and other 
storable commodities eligible for futures trading is very large. 

We believe that the relative small volume of onion and potato production fa- 
cilitates the influence and manipulation of price by large traders. Recent cases 
cited by the CEA indicate this to be true. Many of these individuals’ have no 
concern for the growers involved and the possible effect on their returns. 

The cash market for onions and potatoes is influenced by the futures market, 
and sharp price movements either way can be very detrimental to orderly market- 
ing. While it can be argued that the average price received during a season by 
growers for either onions or potatoes might be the same with or without futures 
trading, severe up and down future price movements within a season disturb 
the marketing of these commodities. In addition, the aceumulation of an un- 
usually large number of carlots at one point has had the effect of depressing 
prices in the cash market. 

The opening of November contracts before crops have been planted has 
tended to encourage the planting of additional acreage. In some areas futures 
contracts have been involved in the financing of a crop. Both of these practices 
have tended to expand production beyond market needs. 

These briefly are the reasons that the American Farm Bureau Federation 
feels it necessary that steps should be taken to eliminate onion and potato 
futures trading from the various commodity exchanges. 

We appreciate the opportunity to present our views on this important matter. 


Mr. Lynn. We have given a great deal of study to this question, 
of futures trading in onions and potatoes. And beginning in March 
1955, our fruit and vegetable advisory committee discussed this at 
length, and at each meeting in 1955. 
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And we reached definitely the conclusion that futures trading in 
onions and potatoes serves no real useful purpose as far as producers 
are concerned. And we would recommend that they be eliminated 
from futures trading. 

Incidentaliy, I would like to introduce to the committee Mr. John 
Datt, director of our fruit and vegetable department, I need him up 
here. Mr. John Datt. 

Mr. Chairman, one of the basic reasons for this recommendation is 
that onions and potatoes are perishable commodities. They do not 
lend themselves to futures trading as does the storable commodities 
such as grains, corn, and cotton. 

Secondly, the small amount of these commodities that are going 
through futures trading, is very small, and therefore it lends itself 
to possible manipulations of the market in such a way that it might 
be detrimental to producer interests. 

And the opening of the futures, November futures, for example, 
prior to the time of the planting of these crops, in some cases we feel 
induces producers to increase their production, perhaps unjustifiably, 
and as you well know we have had some surplus situations existing 
with regard to those two commodities. 

Very briefly, sir, that is the summary of our recommendation and 
with your permission, I would like to insert in the record at this point 
a statement by the Michigan Farm Bureau, and the New York Farm 
Bureau with regard to this matter, 

Mr. Granr. Without objection it will be inserted. 


(The statement is as follows:) 


STATEMENT OF MICHIGAN FARM BurREAU ON ONION Futures TRADING 


Representing many onion growers among its 66,000 farm family members, 
Michigan Farm Bureau urges the elimination of futures trading in such perish- 
able commodities. The Michigan Farm Bureau board of directors believes that 
neither producers nor consumers have been benefited by the operation of the 
futures contract market. Comparatively small volume of the crop and its per- 
ishability allow manipulations which do not reflect supply and demand. 


STATEMENT OF New YoRK Farm BUREAU ON ONION AND Potato Futures TRADING 


That there are undesirable results obtained from futures trading in onions 
and potatoes as it is now practiced, is evidenced by the fact that numerous 
complaints have been registered with the New York Farm Bureau in recent 
years. These complaints have come from county farm bureaus, from growers 
groups, and from individuals. A resolution was unanimously adopted at last 
year’s annual meeting of the New York Farm Bureau, calling for an end to 
futures trading in these two commodities. 

It is becoming increasingly apparent that whatever good ever came from 
futures trading is practically nonexistent today. The perishable nature of 
onions and potatoes makes them less adapted for futures trading than relatively 
nonperishable commodities such as grain, which can lie on track in railroad 
ears and be stored for long periods of time. 

Hedging is commonly thought of as a legitimate operation, but in these two 
commodities, it is questionable whether good is derived from it. In our State, 
lending institutions, including production credit associations, will not accept 
hedges as a basis for making loans to growers. 

The futures markets are largely under the influence of speculators who have 
no interest in the welfare of growers. Any grower who speculates on the board 
loses his interests as a grower and becomes 100 percent a speculator with the 
interests of a speculator paramount. 
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Speculation is nothing more than gambling. It appears to have little or no 
effect on stabilizing prices of these perishable commodities—onions and potatoes. 
Reports indicate it frequently has the opposite undesired effect. As in a poker 
game, no wealth is created. Speculation is merely a redistribution of wealth— 
what one makes, someone else loses. Those who guess right, or have inside 
information, are the winers. They are for futures trading. 

Fluctuations in the futures markets are not necessarily caused by variations in 
the actual supply and demand picture. Rather, they are caused by the activity in 
paper transactions. The number of traders is not so great but what there is 
always the possibility of manipulating the market to their advantage, and per- 
haps to the disadvantage of growers. What is advantageous to speculators is 
not always advantageous to growers. It is the almost unanimous opinion of 
growers in our State that manipulation does take place, and that growers receive 
a lower cash price for onions and potatoes as a result. 

Mercantile exchanges have had ample opportunity to develop effective rules 
governing futures trading, but desired results have not been obtained. Onion 
and potato growers believe that the only way to eliminate the evils attendant 
to futures trading in their products is to prohibit such trading entirely. 

We request that your committee give thoughtful and serious consideration to 
ways in which the evils of futures trading can be eliminated. 

Mr. Grant. Any questions? _ 

Mr. McIntire. Just one short question. 

Mr. Lynn, in the consideration which the American Farm Bureau 
Federation, fruit and vegetable advisory committee has given to this 
matter, it is its thought that, because of these commodities’ perishable 
nature, the fact that the marketing of these two commodities is sub- 
ject, perhaps, more than many others, to the vagaries of the weather, 
the fact that there are the reports from time to time as to the supplies, 
conditions, and various positions of production and marketing—is it 
thought that, from a practical standpoint, it is not possible to regulate 
this trading a little more closely to attain a beneficial objective, and 
that, therefore, we should eliminate the trading entirely? Do you 
get my point? 

I am sure they have given some consideration to that. And is it 
not their conclusion that it is best to eliminate the trading entirely? 

Mr. Lynn. That is right. It has been discussed, that 1s, the fact 
which is, the potatoes or onions which have just been put under—— 

Mr. Darr. Onions? 

Mr. Lynn. Onions were just put under this about a year ago. Cer- 
tainly, there can be a point made that the Department of Agriculture 
has not had an opportunity to get this under control, but based on our 
best information and advice from these producer representatives, we 
doubt if that will be possible. 

We see no real need for further delay in connection with this. We 
do not feel that any great improvement will be seen in the next year 
or two. Therefore, we believe the time is right to move on this matter. 

Mr. McIntire. Thank you. 

Mr. Grant. Thank you very much, Mr. Lynn. 

Mr. Lynn. Thank you. 

Mr. Grant. Mr. L. Watts, Jr. 

Come around, please, sir. 

Glad to hear from you at this time. 
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STATEMENT OF LLEWELLYN WATTS, JR., REPRESENTING THE 
NEW YORK MERCANTILE EXCHANGE 


Mr. Watts. Mr. Chairman and gentlemen of the committee; from 
1951 to 1955 I was president of the New York Mercantile Exchange. I 
am at present a member of the executive committee. 

I have been instructed by the president and the executive committee 
to testify here and ask you gentlemen to listen to a short statement 
that we have to make. 

Mr. Grant. Yes, sir; proceed. 

Mr. Warts. Section I is as follows: 

I. The New York Mercantile Exchange desires to put into the record 
the important advantages its facilities as a nationwide market have 
afforded the potato industry. 

The exchange was chartered in 1872 by the State of New York and 
has been in continuous operation since that date. It is designated as 
a contract market by the Commodity Exchange Authority, and as such, 
its trades are all under the surveillance and regulation of the authority. 

It has served the dairy and poultry industries invaluably and has, 
over the years, brought order out of chaos in these products as it is 
now doing for potatoes. Its rules and regulations are reasonable, 
sound, and fair. 

Its discipline is rigid but fair, infractions are extremely costly to 
those foolish enough to try them. The sanctity of contracts is implicit. 

Futures trading as now conducted on the New York Mercantile 
Exchange has brought a greatly improved stability to the Maine 
potato industry and this improvement is spreading to the industry on 
a nationwide basis. Among the benefits to the trade can be listea the 
following: 

1. Protection for the producer against the forward contracting cash 
speculator at depressed prices. 

2. Protection for wholesaler, processor, and retail distributor b 
means of purchases as anticipatory hedges against excessively hig 

rices. 
. 3. Insurance against loss to the banker, contractor, and distributor 
through hedging sales. 

4, oes of better rate of consumer demand for potatoes 
by more stable quality and price. This is a most effective weapon 
against the declining trend of potato consumption. 

5. The wide dissemination of price and market conditions. No one 
in the industry needs be in the dark as to values and marketing 
prospects. 

6. Financial responsibility and the case of prompt and orderly 
bey owe of any position, cash or futures contract. 

. Closer cooperation between producers and users through advisory 


committees of the Maine Potato Council and exchange committees. 
Suggested changes in grade, package, and rules are most carefully 
considered and have been made in every case. The requests thus far 
have been reasonable, intelligent and businesslike. 

8. The exchange has expended funds in underwriting a publicity 
campaign directed at the consumer to increase the consumption of 
potatoes. We did this because funds could not be raised by the potato 
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council and because we are vitally interested in the welfare of the 
producer and dealer. 

9. The exchange confers continually with all elements of the industry 
with special emphasis on interested Maine officials and the faculty of 
the University of Maine. 

Section IT here is as follows: 

II. The New York Mercantile Exchange believes that the collective 
experience and ability of the entire potato industry represented by its 
members and their associates, producers, and customers, is and will 
continue to be the only real effective means of lasting improvement in 
the trade. 

The exchange seeks constantly to improve business in potatoes. It 
strives to better its contracts, it encourages the improvement in quality. 
It has greatly improved the credit structure of the industry and it 
fosters better understanding and sympathetic relationship between 
producer and distributor. 

The exchange further believes that any disabling legislation to the 
most widespread and most free trading of its contracts would be a 
basic and distinct disservice to the entire industry. 

The prohibition of risk capital to enter the market, the hobbling of 
free enterprise and the widest exercise of individual judgment in any 
endeavor is stultifying and dangerous. 

Unreasoned antipathy to misunderstood practice is not of itself a 
peril but implemented by compulsion its consequences are tragic. We 
submit that their end results lie in ruinous disintegration. 

Section ITT is as follows: 

III. The Exchange recommends that no unthoroughly thought out 
regulations.be added to the already superfluous restrictions which have 
so sadly handicapped agricultural prosperity in this country. 

It further urges greater freedom and discretion, within the scope of 
CEA rules, to increase and broaden its activity in futures trading. It 
respectfully requests that the Department of Agriculture assist pro- 
ducers, dealers, suppliers and all other elements of the industry prop- 
erly to use the Mercantile Exchange’s facilities for the intelligent and 
careful conduct of their several enterprises, growing, transporting, 
distributing, and retailing potatoes. 

Section IV is as follows: 

IV. 1. May we put into the record that in March of 1954 the ex- 
change requested the Maine Potato Council to appoint an advisory 
committee to recommend changes in our rules on potato trading if 
they deemed changes advisable. 

2. That as a result of this arrangement the 50-pound bag was made 
the package requirement for the 1955-56 season. 

3. That the selling price of actual potatoes which are hedged is at 
a usual premium of 25 cents to 40 cents per hundredweight over the 
liquidation poe of the hedge. 

4. That there is no chance of a glut at delivery point as through 
transit freight reconsignment privileges apply on ait lal wenion, 

5. That the perishability of potatoes is a moot question, they keep 


in natural storage whereas eggs, which are widely traded, must be 
refrigerated and are extremely perishable out of storage. 

6. That contrary to general opinion so far elicited, so-called specu- 
lators were long more than 2 to 1 by volume, whereas growers were 
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short in excess of long. May we, therefore, place in the record, page 
7 of CEA survey of open contracts in potatoes issued October 31, 1955. 
May we put that in the record ? 
Mr. Grant. Without objection, that may be done. 
(The document is as follows :) 


TABLE 3.—Potato futures: Occupational distribution of traders, New York 
Merchantile Exchange, Oct. 31, 1955 


[Positions in carlots]} 


Positions 
Occupational group 


Long 


Potato growers 

Potato shippers. 

Potato dealers and merchants 
— brokers 


Potato processors 
Fertilizer dealers 


Subtotal 


Brokerage firms and employees, floor traders, and professional speculators. 
Employees of potato merc chants and dealers, of processors, and of others 
in potato trade - y 

Manufacturers, wholesalers, financie rs, and contractors 

Retailers, manufacturer’s agents, and salesmen einiarieatines 

Administrative personnel, sales managers, and purchasing agents i Daodi= 

Clerical employees, craftsmen, and service workers _- ‘ 

* sicians, lawyers, engineers, and Bees } in other profession: al oce "upa- 
ions. ks 

Farmers (other than ‘potato grow vers) 

Sia air dines cn alee camere cieekelneipacedap rs Sane ote eae 

Retired : 

Miscellaneous 


Subtotal 
Grand total 





Mr. Warts. Would y you like me to read it ? 

Mr. Grant. You can, if you wish. However, you can insert it at 
this point. 

Mr. Warts. I don’t want to take too much of your time. 

Mr. Grant. How long is it, please, sir. 

Mr. Warts. One page, just a series of statistics. 

Mr. Grant. I suggest that yow place it in the record. 

Mr. Warts. It briefly shows here that of the oceupational groups, 
that is potato growers, shippers, grocers, processors, fertilizer dealers, 
it shows their position. They were long 1,851 ears on our boards and 
short 2,406 cars. That the so-called speculators or brokers and clerks 
were long 2,869 cars, and short 2,856 cars. That the number of traders 
in the producing section was 253. And the number of small traders 
was 454, 

Mr. Grant. You may place it in the record. 

Mr. Warts. I will place this in the record. 

Mr. Grant. Mr. King wishes to ask you some questions. 

Mr. Kine. What is the general intent of that statement; it substan- 
tiates what ? 

Mr. Warts. It does not substantiate anything except to the fact 
that it is widely used in the producing section. 

Mr. Kine. That the producers are heavy traders, you mean ¢ 
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Mr. Warts. Yes, sir. Most of the business, that is, a great deal of 
the business comes from the producing section. 

7. May we further place in the record for the information of the 
committee, chart No. 4, page 39 of the CEA report on futures tradin 
in pense issued by CEA, November 1955, showing the relation o 
cash prices, Maine prices, and futures prices. 

The purpose of that chart is to show that in periods of delivery 
— is no great depression in either cash or futures prices. It is right 

ere. 

Mr. Grant. That may be inserted at this point. 

Mr. Warts. Shall I tear it out and insert it? 

Mr. Grant. Well, you may, yes. 

Mr. Warts. Yes. 

(The document referred to above appears at p. 235.) 

Mr. Kine. What do you say that shows? 

Mr. Warts. It shows very little change in the price at time of de- 
livery. As a matter of fact, times of delivery, this is 1954, 1955, and 
the same thing applies to 1956, during delivery times and shortly there- 
after that there was no depression previous to delivery in our prices. 
There was no dip down, and as a matter of fact, the market improved. 
It went up. 

Mr. McIntire. At delivery date? 

Mr. Watts. At delivery date. 

Mr. McIntire. Where is that, the New York market ? 

Mr. Warrts.: This is the New York market, the Maine cash market, 
and the price of futures. There are three lines there. 

Mr. Kine. This would seem to maintain then that futures trading 
and delivery to the board, does not distort the market. 

Mr. Warts. No, it does not. 

Mr. Kine. It does not distort because you say that they both run 
pretty close together ? 

Mr. Warts. Yes. It does not distort it and it does not depress it. 
May I point out—— 

Mr. Kina. Even though the two markets run along toegther, that is 
really no basic argument that the ups and downs of the market have 
not been influenced by the futures trading. 

I think, as a matter of fact, the opposition would contend that the 
two markets are parallel, that they run along together. 

Mr. Warts. Well, they do. 

Mr. Kina. That is the basis of the main charge, that under the 
leadership of the futures trading they do both go up, and then they 
both fall precipitously ; that therein lies the evil of the whole thing. 

Mr. Warts. at evil? 

Pardon me. I am not supposed toask you. Yes, sir. 

Mr. Krve. All right, the evil is that the market is distorted un- 
warrantedly by the speculation that exists in strictly futures market, 
speculation which does not exist in just the wholesale trading in the 
commodity. 

Mr. Warts. Well, I think that the speculation on—I am a wholesale 
trader myself and I am sure that we are in a speculative market whether 
we have a futures board or not. 

Mr. Kine. To go back to the previous exhibit that you had there, 
you would not say that speculation is particularly evil, but speculation 
that is accompanied by any intent of manipulation is evil? 
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Is it any less evil because it is being done by growers than by 
outsiders ¢ 

Mr. Warts. Well, Congressman King, I think that the assumption 
that everybody who operates in a futures market is a manipulator, 
may I say it is incorrect? I think that most of the traders in futures 
markets is done for a very definite use. 

Mr. Kine. You could also say, though, that some are in the market 
with the intent and some trading is done with the intent of influencing 
the market, could you not ? 

Mr. Warts. Mr. King, I think in the long history of futures trading, 
those that have gone into a market with the intent of manipulating it, 
have been ruined in nearly every case. 

Mr. Kine. I think that may be so. That may be so, but in the 
meantime—— 

Mr. Warts. No. but I think in the process of trying to manipulate 
the niarket, the natural forces of the market naturally defeat them 
immediately. 

Mr, Kine. But in the meantime, if they have artifically influenced 
the market, there are innocent victims. 

Mr. Warrs. I don’t know what innocent victims there could be. 
If a man is mistaken and is making a bad mistake that will cost him 
a lot of money, and does, and then he finds that he cannot influence 
the market because—manipulation, I would describe as one which in 
the market action, which tries to defeat the natural course of that 
market. That is what a manipulation is. 

Mr. Kine. Yes. 

You would not deny but what there are some traders who attempt 
that anyway, whether they get away with it or not? They do, as a 
matter of fact, run the market up or run it down and if they are smart 
enough to move ahead of the natural forces, as you say, they might 
make some money out of it. 

In the long run, the natural forces will govern over a period of 
time, but not necessarily on every daily swing. 

Mr. Warts. Well, I am not going to deny the existence of sin, Mr. 
King. [ Laughter. | 

Mr. Kina. Lam sorry to interrupt your statement. 

Mr. Warts. That is perfectly all right. 

But I think—I am sure that— of course, I have had a great deal of 
experience in this thing and I have tried things probably myself, while 
it is not a manipulation, it was a manipulation, it was a mistaken esti- 
mate of the market, and I find it is very costly. That is in every case. 

So, I would like, in view of past testimony, I believe that the entire 
sections in your record, to call attention to: 

8. Also with special emphasis on the last paragraph of page 85, and 
all of page 86 of the same report. That is the Commodity Exchange 
Bulletin. It isin the record. I would like to call attention to it again. 

Mr. Grant. Very well. 

Mr. Warts. 9. Mr. Chairman, in conclusion, the New York Mer- 
cantile Exchange wishes to extend its grateful appreciation for the 
valuable and constructive work of your committee. We feel that you 
have done an outstanding job and that it is most helpful to the exchange 
and to the industry. 

We represent the producer in the most difficult and important area 
of our agricultural economy. His product must be sold well and 
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efficiently and we do that fighting for him in the markets. What bene- 
fits the farmer benefits us, and your interest and efforts are greatly 
to be commended. 

Mr. Grant. Thank you so much, Mr. Watts. 

Mr. McIntime. Mr. Watts, as one member of the committee, may I 
express my appreciation for your being here today to join with us in 
this assignment which is ours. 

I have a few points which I think perhaps may be constructive to 
have in the record. ; 

How many commodities are traded in the New York Mercantile 
Exchange ? 

Mr. Warrs. Well, of the active commodities there are three—pota- 
toes, butter, and eggs. 

We have an onion contract which we have not opened, because we 
would like to improve the contract. We want to find out just what 
would be best for the trade. 

Mr. McIntire. Well now, perhaps I need to ask a question as to 
what 08 mean when you say “onion contract” which you have not 
opened. 

You were trading onions during this past year, were you not? 

Mr. Warts. Yes; we were. 

Mr. McIntire. What do you mean when you say you have one that 
you have not opened? You have not opened one for next year? 

Mr. Watts. We have not opened one for this coming season. 

Mr. McIntire. What is the relative volume of trading in these com- 
modities on the New York Exchange? 

Mr. Warrs. Well, the relative volume, of course, is heaviest in 
potatoes futures. The butter and egg market is mostly a spot market. 

We have a contract that can be used, if necessary in futures in 
eggs. But the trade decides that Chicago is the better place for 
trading eggs. 

The reason for that, of course, is that production of eggs, a great 
many of them, are in the Middle West, and Chicago is more or 
less of a central market. 

In the case of potatoes, may I point out that with regard to 
Maine potatoes, we are on the way to the rest of the nation for them. 

So that it is for that reason that I think that potato trading is 
heavier on the New York Mercantile Exchange; and egg trading, 
with the exception of the spot markets which, may I add, is a very 
important market, I think that the egg prices, 90 percent of the 
eggs of the United States, are sold on the basis of the quotations which 
are arrived at by the Department of Agriculture, and the various 
trade publications through the indicated values on our spot boards. 

We tn a call every day. 

And the same thing applies to butter. 

Mr. McIntire. Then do I draw the correct conclusion that, of these 
three commodities which you have mentioned, the potato trading is 
by far the greater commodity in volume in your business ? 

Mr. Warrs. It is by far the greater commodity in volume in fu- 
tures trading on the New York Mercantile Exchange. 

Mr. McInrire. Woud it represent in your annual business 75 or 80 
percent of the total of your business ? 
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Mr. Warts. Well, I would say so; but in the case of a cash mar- 
ket, the procedures is quite different. 

I mean by that, the thing is quite different. 

A spot market is made for the purpose of establishing, or indicating, 
but not establishing, the values for that particular day for spot trading. 

Mr. McIntire. In the business ney of your exchange, do you 
get some income out of this spot trading ¢ 

Mr. Warts. Well, we get some income. The New York Mercantile 
Exchange, of course, is a nonprofit organization. We are not a 
business. 

Mr. McIntire. You are a so-called mutual, you might say, that is, 
you are nonprofit. 

Mr. Warts. No; we find that the services that we render on the 
various agricultural commodities that we have there, costs us about 
as much as the income that we get from the small fees that we take 
for that service. 

Mr. McIntire. Is it fair for me to draw the conclusion then that 
the exchange is one vehicle which has, perhaps, a more limited income 
but that the facility it provides for brokers is another picture ¢ 

Mr. Warts. Well, I presume that could be correct. The exchange 
is a public meeting of the minds. It is a place where those interested 
in the industry—and I assure you that in the butter, egg, and potato 
industry, I think, everybody that is interested in the business, in that 
particular industry, is represented somehow either through brokers, 
through other members, or who are themselves members. 

Mr. McIntire. I think your term “everybody” is pretty broad. 

Mr. Warts. What is that ? 

Mr. McIntire. I think your term “everybody” is pretty broad. 

Mr. Warts. I do not think so. 

Mr. McIntire. They may be represented but it must be in many 
instances by very substantial indirection and, certainly, not by a 
direct contract. 

Mr. Warts. Only as far as your telephone. 

Mr. McIntirz. I see your point now. 

Well then, am I correct in drawing the conclusion that of the com- 
modities which are traded in New York, the potato trading is by far 
the.most substantial in your business there in the New York Mercan- 
tile Exchange? 

Mr. Warts. Let me put it this way, it is the heaviest in volume right 
now at the present time. 

Mr. McIntire. Is it heaviest in income to the exchange? 

Mr. Warts. Yes, I would say so. 

May I say this, that the exchange, with them it isn’t a question 
of income, it is a question that there are certain costs that we have 
to meet. 

The exchange requires the operational costs of the exchange. While 
it is nice to have income, it isn’t really income. We are just meeting 
expenses. 

Mr. Kine. The exchange is a nonprofit organization ? 

Mr. Warts. Yes, sir. 

Mr. Kine. The members of which all conduct an individual profit 
business ¢ 

Mr. Warts. That is true enough, yes. They pay dues to the ex- 
change to be members. 
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Mr. McIntire. Do you acquire a membership privilege—that is, 
a trading pone by virtue of a stock ownership, or is it by virtue 
of a seat, so-called ? 

Mr. Warts. It is a membership, a seat. 

Mr. McIntire. What is your current market value of that seat? 

Mr. Warts. Approximately $2,000—$1,800 or $1,900—approxi- 
mately $2,000. 

Mr. McIntire. What was it 5 years ago? 

Mr. Warts. Well, it was about $1,200. 

Mr. McInrme. Your statement speaks broadly of the importance 
of trading to the potato industry as a whole. 

Why has your board confined the trading in potatoes to only those 
that are delivered out of Maine? 

Mr. Warts. Because we think it is the best potato. And we believe 
that if we opened the board to other potatoes that it could depress 
the price. tt could bring too many people into it to sell. 

Mr. McIntire. You mean that as a trading vehicle you are con- 
cerned about the number of people who may come to sell ? 

Mr. Warts. No; we are not concerned about the number of people, 
but we are concerned with the quality of our deliveries. And we 
believe that Maine potatoes are the best. 

And we believe also—as a matter of fact, it isn’t a belief, it is 
knowledge, that since we are on the way for Maine potatoes, we are 
sort of a transit market for Maine potatoes to the West and to the 
South, that it is more feasible and it is a better indication of value of 
the potatoes. 

r. Grant. Mr. McIntire, do you find any objection to that state- 
ment that Maine potatoes are best ? 

Mr. McIntire. No, Mr. Chairman, I do not. [Laughter. | 

Mr. Kina. I would like to ask another question. 

Mr. Grant. Go ahead. 

Mr. Kine. Mr. Watts, in limiting your potato trading to Maine 
potatoes, do you not somewhat weaken your general defense of futures 


trading ? 

Mr. Warts. No. Bis 

Mr. Kina. Based on the perishability argument, limitation of origin 
and so forth, if futures trading is good for Maine potatoes, why not 
good for other potatoes? 

Mr. Warts. Well, that it a difficult question to answer, but I will 
try to answer it. I think I will be repetitious. 

I believe that we must be very careful with the quality of the deliv- 
eries because we want to attract buyers. I think it is the object of 
every market and it is the prime consideration of all agriculture to 
have buyers and users interested in the products that are produced 
by agriculture. 

Mr. Kine. Could it be that you realize that you are trading with 
a perishable product, where you have got to be very careful; and, 
therefore, you do pick, as you say, the very best, and the most storable 
part of the potato crop—— 

Mr. Warts. That is true. Thank you for helping me. 

Mr. Krye. As a basis for your futures trading? 

Mr. Warts. That is right. 
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Mr. Kine. But, of course, you realize at the same time that your 
futures market influences all potatoes, outside of the Maine potatoes, 
as well as Maine? 

And to pursue the same line, let me ask = this: Would you make 


ing in onions that you do 


the same general defense for futures tra 
in potatoes? 

Mr. Warts. On onions, I am not too competent to speak on futures 
trading in onions. That has been rather light on our exchange. 

Another thing, too, Congressman King, I believe that Mr. Gordon 
Robertson would be better able to tell you more about potatoes than I. 

I was president of the exchange and as such I was interested more 
in the mechanics, in the operation of the exchange and the welfare 
of the industry. 

Mr. Kine. Why is it that onion trading has not developed on the 
New York Mercantile Exchange like it has in Chicago? 

Mr. Warts. The reason why onion trading did not develop in the 
New York Mercantile Exchange as much as Chicago is that the onion 
industry started to operate in Chicago before we had a contract for 
onions. And having established or made it a habit to operate in 
Chicago, why they stayed there, even after we had an onion contract. 

Mr. Kring. On No. 4 of your first page, which I did not listen to 
because I was late, you say, “One of the attributes of the exchange is 
the encouragement of a better rate of consumer demand.” 

Mr. Warts. Yes, sir. 

In that connection, may I offer the ee consumer cam- 
paign that we financed through our publicity 

Mr. Kine. I was just going to ask you the question. You do not 
really mean by that there is any influence on consumer demand by 
the mere act of futures trading, but that you people as a group of 
traders contribute to the publicity of potatoes and contribute to the 
adverising campaign? It is through that only that you claim that 
you encourage a better rate of consumer demand, is that not correct ? 

Mr. Warts. Oh, no, no. We are interested in the distribution of 
farm products. All of us that are in business in New York and Chi- 
cago and elsewhere are interested in the distribution of farm products. 

Mr. King, without distribution production isn’t necessary. Dis- 
tribution has been played down and underestimated. If there isn’t 
a sale for a product, there is no use in having it. You would not 
continue producing automobiles or widgets if there was no sale for 
them. 

You have to create a demand, if you possibly can. And to that end 
we are always willing to lend our efforts to try to increase consumer 
demand for any product on our boards. 

We are vitally interested in the producer because without the pro- 
ducer we cannot exist. And we make bold to say that without us, 
the producer would not have to produce and he won’t exist. 

Mr. Kine. I agree, of course, as a farmer, that distribution is essen- 
tial and consumer demand is essential, but I cannot quite see what 
the board action in futures trading has to do with consumer demand. 
It can, of course, be accompanied and supported, the promotion of 
potatoes can be promoted by the same group that is trading in them, 
but there is nothing fundamental in the act of futures trading that 
gets to the consumers, or in any way impresses consumers of the value 
of potatoes in the diet. 
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Mr. Warts. May I say it is quite vital to us and it is quite vital 
also to the establishment of values. We have to know. The reflec- 
tions on the futures board or on a spot board or any public market 
where there is a public meeting of the mind, is the consensus of the 
entire industry. 

We have retailers, we have chain stores, we have dealers, we have 
wholesalers, distributors, jobbers, we have producers represented on 
our board. We have to know what the value of the product is. 

That is a very delicate reflection. Any decrease in consumptive 
demand is immediately felt, and we must feel that because without 
it we would be bankrupt. We must know just what the value of the 
product is that we are handling. 

Mr. Kine. Of course. 

Mr. Warts. Farm products, with the exceptions of grains and 
cotton, are all perishable. 

Mr. Kine. That isa part of the required knowledge of any success- 
ful trader. 

Mr. Warrs. The futures board, futures trading is an invaluable 
indication of value and it is a guide to us in our assistance to the pro- 
ducer, and to ourselves in distributing his product. 

Mr. Kine. Distribution, however, is largely an act of transporta- 
tion, getting stuff from the point of origin 

Mr. Warts. I wish it were that, Mr. King. 

Mr. Kine. To the point of consumption. 

Mr. Warrs. I wish it were only that. Transportation is the least 
of our worries. It is the problem of getting the consumer to buy it. 

Mr. Kine. The buying demand, of course, is there. It is ques- 
tionable whether or not your futures trading increases the demand 
in any way. 

The matter of distribution, if so benefited by futures trading, you 
might tell me just exactly how much improvement there has been in 
the distribution of potatoes in the last few years due to futures 
trading. 

Mr. Wishs: Mr. King, there is nobody that can tell you that. Even 
the experts in the Department of Agriculture can’t tell you just exactly 
what effect futures trading or what effect an advertising campaign 
like ours on behalf of Maine potatoes had, but we do know that you 
have to constantly put effort into the distribution of a product. You 
have to sell it constantly. You have to do that. 

Insofar as futures trading is concerned, it keeps us able to do busi- 
ness on a better basis. 

Mr. Kine. You understand, do you not, that I am from the Penn- 
sylvania potato-producing section. I do not like the advertising 
of Maine potatoes all of the time. [| Laughter. | 

Mr. Warts. I was very sorry I had to mention them because they 
are favorites. However, we are very fond of the State of Pennsylvania, 
I assure you. [ Laughter. | 

Mr. Kine. I have been in the produce business a long time, you see, 
and I know potatoes were distributed pretty widely before the futures 
trading ever came along. 

Outside of the actual promotional work that you do, which anybody 
could pay for with the same amount of money, I still do not see what 
futures trading contributes to distribution. 
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Mr. Warrs. I will tell you what futures trading contributes to 
distribution and what it does—— 

Mr. Kina. It does not increase the orders from the chain stores 
any does it? 

r. Warts. What is that? 

Mr. Kina. It does not increase the orders you get from the chain 
stores any, does it ? 

Mr. Warts. We are far afield. May I make a statement about 
futures trading? 

Mr. Kine. Yes. 

Mr. Warts. In the season of production, one who is interested in 
the distribution of farm products must necessarily store the surplus 
that is produced at that time, or hold it. He must invest his funds in 
it. ‘And without a futures board, the price that he would pay to the 
sie during that season of production would be very low, indeed, 

ause there is nothing in the world that would force me to pay a 
high price for potatoes or eggs or butter during the season of hea 
production. I would want to Sey it just as cheaply as I possibly could. 

Mr. Kine. What would force you? 

Mr. Warts. May I finish, please? 

Mr. Kine. Yes; go ahead. 

Mr. Warts. But if somebody else will share my risk, by bei 
willing to speculate, or risk investment funds—risk funds, invest ris 
funds—in the commodities in which I deal, I am perfectly willing 
to have him share my risk. 

And I will sell him a futures contract in order to insure myself 
against a decline in the market, because during the season of produc- 
tion, if he is buying, or if somebody feels they want to buy butter, 
eggs, or potatoes, for delivery in November or December, at a price 
that they are satisfed with but I feel is a little high, I will sell it, in 
order to protect my investment. 

Mr. Kina. I understand the mechanics of that. 

Mr. Warrs. On the other hand, Mr. King, if the futures board were 
not there, and my producers wanted to ship me, I would tell them 
that I could pay them but avery low price. 

I assure you that that was exactly what is going to happen if 
we do not have a hedge board to operate. 

Mr. Kine. Well now, we may have the cart before the horse, you 
know. The exchange does not create speculators. It is the speculators 
that create the exchange. 

Mr. Warrs. Not in the case of the New York Mercantile Exchange 
Mr. King. 

Mr. Kino. Before the exchange ever existed, trading in potatoes, 
we had competition in buying and storing potatoes. I recognize that 
the exchange has put some of those old speculative storage holders 
out of business, which may be a good thing. 

Mr. Warts. I think it is. 

Mr. Kina. But there still was competition. If you wanted to buy at 
harvest time Maine potatoes and store them, in previous years the 
farmer didn’t have to take what you individually as a storer was will- 
ing to pay. There were a lot oF big interests in the field of storing 

tatoes 


And I do not know that you have improved, that your price actually 
is any better than they got then, in comparison. 
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Mr. Warts. By the same token, Mr. King, the farmer does not have 
to accept our prices, either, if he wants to keep his potatoes rather 
than sell them. 

Mr. Kine. You created a device which publicizes what is the average 
speculative demand at the time, and that perhaps was what the 
farmers got before. 

Now the farmers are a little better informed, if they want to read the 
quotations, perhaps, so that maybe there is a little more information 
but the sum total of what they get now is the sum total average of 
demand, it is the same today as it was before the futures trading 
ever existed. 

Mr. Warrs. I do not know, Mr. King. 

Mr. Kina. There is not anything about futures trading that create 
extra demand. That is my point. 

Mr. Warts. I think it does. It creates more interest in potatoes. 
It creates a great deal of interest in potatoes. 

Mr. Kine. Not on the part of the consumers? 

Mr. Warts. I think so. It is in the paper every day. 

Mr. Kine. Well, anybody who puts up the dough for promoting 
potatoes can get the same effect. That is the point. There is nothing 
creative about futures trading in any commodity. It can be accom- 
panied on the part of those traders by promotional activities, sure. 

Oftentimes you have promotion in the produce industry. You have 
very broad promotion of consumption by the wholesale element, the 
wholesale part of the business. 

Well, it seems easier to raise money there than to raise it from the 
ahaa But the money produces the same promotion regardless of 
the source of the money. 

Mr. Warts. Well, Mr. King, I do not know. I am just trying to 
point out there are two elements to the basic economy in this country 
which is agriculture. And a very important element is that of dis- 
tribution. 

We must have all of the help we can because I assure you it is a 
difficult job. The farmer has his problems, I know. But we have 
plenty more. 

What our function is in the industry is to try to get the farmer’s 
product sold at the best price that can possibly be returned to him, 
and to get as much of it sold as possible. That is our function in this 
picture. It is often neglected that there is that side of agriculture. 

Mr. Kina. If we were to agree that there is merit in the general 
principles of futures trading, could you also insist that potatoes are 
one of those commodities that has basic characteristics for such broad 
trading ? 

Mr. Wane Yes. 

Mr. Kine. And yet you pick out just Maine potatoes. 

Mr. Warts. This is right. 

Mr. Kina. I still do not understand why, if it is so good to bring 
the futures trading principle down and apply it to Maine potatoes, 
it should not be applied to Pennsylvania potatoes, why you should 
not go right on and apply it to onions and then broccoli and then 


spinach and anything else that can be delivered on grade, at least. 
hat might be a limitation. 
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Mr. Warts. Mr. King, I don’t like to—as I told you, we love the 
State of Pennsylvania, but we do think that the Maine potato is the 
better potato and there are more of them. 

Mr. Kine. This thing you do confirm, that there is some place 
where you need to draw the line in applying the general principles 
and desirable principles of futures trading. There is some = ace 
where you should draw the line. You draw the line below Maine 
potatoes so as to include Maine potatoes. But you know the evils of 
getting any further into the perishable industry for such trading; 
and, therefore, you draw the line. 

Mr. Warts. It is a question of geography, Mr. King. 

Mr. Kina. Well, geography, incidentally, is one of the things that 
your “Principles of Futures Trading,” mentions and points out that 
a limitation of geography a bad feature for any commodity. 

Mr. Warts. Mr. King, your Pennsylvania potatoes delivered in 
New York would have to go to Maine or New England, and I do not 
think that the people in Maine would like that at all. I think they 
have enough potatoes in Maine. 

Mr. Kine. Of course, we do not like for Maine potatoes to come to 
Pennsylvania, either. [Laughter.] 

Mr. Warts. You do when you do not have enough potatoes in 
Pennsylvania. 

Mr. Kine. We would like to sell all of ours first. 

Mr. Warts. Youdo,don’t you? You usually do, don’t you? 

Mr. Kina. Well, not this last year. At least, not at a decent price. 

We had to wait for the Maine crowd to get the help of the Govern- 
ment to rescue the potato industry. 

Mr. McIntire. And Pennsylvania. 

Mr. Warts. Do they not buy any in Pennsylvania? 

Mr. Kine. And then Pennsylvania is out of potatoes, so Maine got 
all of the benefit. 

Mr. McIntire. Mr. Chairman, I am very much interested in an 
opportunity to exchange some thoughts with Mr. Watts, because of 
his familiarity with this deal. 

As now I am supposed to appear before the Rules Committee of the 
House at 11 o’clock—I may not have to go at that particular time— 
however, I would like to ask, Mr. Chairman, if by chance I do have 
to leave that, perhaps, I’ll be given an opportunity later, even to the 
extent of convening this committee, let us say, after 2 o’clock this 
afternoon, in order to have the privilege of exchanging some questions 
and answers with Mr. Watts. 

Mr. Grant. Why do we not do this, Mr. McIntire. You should not 
be over there very long. 

Mr. McIntire. I do not expect so. 

Mr. Grant. Maybe running on after 12 o’clock. 

Mr. McIntiee. That may take care of it. Thank you very kindly. 

Mr. Watts, let me say, as I indicated before, that this statement 
that you have made here interests me a great deal. I only wish that, 
perhaps, this solicitation or interest in the industry and the ex- 
tent to which your group has gone in your efforts to improve con- 
sumption had been, perhaps, an earlier interest on the part of the 
board, than coming in as late as it has in the whole complex of inter- 
est in this trading. Because I know of your interest in the promo- 
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tional activity which your group has carried on at your expense. I 
am sure that 1t has been helpful. 

But I can also say that, certainly to my knowledge—and I am not 
sure that I am completely informed—that the relationship between 
the exchange and the industry which has been indicated in this re- 

ort, has been one of very recent origin, and not so explicitly set 
orth in action on the part of your group prior to 1954. 

I appreciate there has been individual contacts, but I do think that 
there has been need for a closer relationship between your board and 
the industry, and I think that it has come about largely—I may be 
senna the intense emotions relative to this thing than prior to 
that. 

I commend you for coming into the field, even as late as you have, 
because I think that is constructive. Certainly, in meeting with in- 
dustry groups up there, as you did in 1955, and 1954, according to 
your statement, is helpful. I will grant that. 

But I do think there has been unfortunately some lack of under- 
standing of the services which you offer, the objectives of your grou 
on the part of many, many growers. And perhaps the efforts whic 
ra have made, I know, are helpful but I only wish that they may 

ave come a bit earlier. 

I would like to get into 2 or 3 specific things. I may not be able 
to cover them before I am called. 

However, you made your observation rather relative to the fact 
that you were interested in Maine contracts and that was the most 
constructive contract to us in relation to the potato industry, that that 
was a matter of selection on the basis of quality and also on the 
basis of geographic location in relation to the board. 

In other words, they were coming toward you ? 

Mr. Warts. Yes, sir. 

Mr. McIntire. Rather than having to go by you in the other 
direction. Would it be fair for me to draw the conclusion that you 
would favor multiple delivery then ? 

Mr. Warts. I think we would have to have considerable, quite a 
few, conferences with potato growers, with those interested in ship- 
ping, and with those who merchandise potatoes before we changed 
our point of delivery. 

Mr. McInrime. Let me say this, ever since your activity has started 
you had a Harlem River delivery, have you not? 

Mr. Warts. That is true. 

Mr. McIntire. Because of the fact that it is that delivery, is it not 
easy to get in and out of Harlem River for diversion. 

Mr. Warts. No; it is easy to divert. 

Mr. McIntire. You have to divert south and west? 

Mr. Warts. Yes, sir. 

Mr. McIntire. And Maine goes by a substantial percentage of its 
market, in getting into the Harlem River. It goes by all of its New 
England market. It goes by all of its Northeastern New York market, 
Albany and areas like that. 

The matter of multiple delivery is not a new issue. I am sure you 
are acquainted with that fact. page, 

You say that it is a matter which would have to be gone into in con- 
ference. 
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Well, if you are holding this transaction to a Maine contract, is it 
fair for me to ask why is it now necessary to go into conference, and 
why has it not been resolved before this time ? 

Mr. Warts. Because our advice from those interested in shipping 
potatoes from Maine has been that it was a good point of delivery. We 
have had members of our exchange from Maine for a good many years. 

Mr. McIntire. I appreciate that. 

Mr. Warts. And naturally, we have to lean on them. There is 
another thing that I would like to comment on. When you said that 
we should have publicized our contracts previously, as an exchange, we 
have to be very careful that we do not recommend the sale or purchase 
of—I mean by that the taking of a position on our markets. 

We cannot, as an organization, say, “Do come down to our market 
and sell some potatoes short,” or, “Do come into our market and buy 
some potatoes.” 

We cannot be touts. 

And we have been very careful to take no sides at all. The manage- 
ment of the exchange has to be extremely careful. We felt that in the 
publicity campaign for the better consumption of Maine potatoes, of 
all potatoes, as a matter of fact—— 

Mr. McIntire. When did you start that? 

Mr. Watts. That was started at the beginning of last year, I think, 
or the summer of last year. 

Mr. McIntire. Why only then, why not the year 1953, the crop of 
1953, when we were really down on our knees—why didn’t you come in 
then with a campaign ? 

Mr. Watts. We would have gladly come in then, but we understood 
that the potato council was able to raise some money, and was conduct- 
ing its own publicity. There was the fear that we might be interfering 
with the free market in a certain way. 

Mr. McInrirp. As to this matter of money, I am sure that you are 
aware of the fact that the Legislature of Maine, in its last session which 
was a year ago, increased the tax in our industry by another cent. So 
coinciding with the year that you came in was the first year in which 
we had the biggest amount of money in order to promote our crop. 

Mr. Warrs. I am very sorry to say, Mr. McIntire, that we saw no 
evidence of the expenditure ‘of that money in the various newspapers 
or in the food columns of the press. 

Mr. McIntire. Mr. Watts, I just cannot buy that one, I say that in 
all kindness, because I Narbbaialiy sat on the board of the Maine Tax 
Committee for 4 years, which began 9 years ago, and worked over the 
budgets of the expenditure of from $150,000 to $200,000. 

I just cannot accept it as a fact that, as you say, you did not come 
into the promotion end of this thing because you saw no evidence of 
the Maine industry’s getting into the promotion of its commodity. 
I am sure you do not mean that. 

Mr. Warts. Mr. McIntire, I will tell you with all candor that I 
saw no promotional campaign for Maine potatoes or any other pota- 
toes in any food column in any metropolitan newspaper. 

Mr. McIntire. Let us move on to something else, because that just 
is not acceptable, and if you are sitting here representing yourself— 
one familiar with the produce trade—— 

Mr. Warts. I am extremely familiar with the food pages of the 
New York papers because I do business in New York. 
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Mr. McIntire. I know, and if you are sitting here saying that you 
are familiar with that, and you are saying that you are not familiar 
with the promotional activities of the Maine industry over the many 
years that they have been spending money, then there is no need of 
our going into that. We will not get together on it. So let us move 
on to something else. 

In connection with your improvement of grades, what changes has 
the board made over a period of the last 5 years in the grade of pota- 
toes which is acceptable to the board for delivery in Harlem River? 

Mr. Warts. Just a minute. We changed the contract from Green 
Mountains to Katohs. 

Mr. McIntire. Was that a change in grade? 

Mr. Warts. That is what they told us. It is a better, more accept- 
able consumer grade. 

Mr. McIntire. Was not that because you were getting delivery of 
mountains which were acceptable to the board under the contract at 
that time but which were not acceptable to the trade when you got a 
delivery that you had to convert into a spot sale? 

Mr. Warts. I think that is correct. 

Mr. McIntire. Then was that an attempt to improve the grade or 
were.you in an intolerable position on delivery ? 

Mr. Warrs. No; it was an attempt to improve the contract and the 
grade, to make it a more acceptable product for delivery. 

Mr. McIntire. What other changes have you made in line with the 
industry to improve the grade which is acceptable on the board ? 

Mr. Warts. That was one change that we made—the one change 
that was requested of us. We also changed the package; more ac- 
ceptable package to users and to retailers. We changed the package 
from a 100-pound bag to a 50-pound bag which was the current— 
which was what was more in demand. 

Mr. McIntire. Is it not, though, more exact, if I might say, that it 
is the industry through its efforts which has led to a change in grades, 
rather than the exchange leading the industry in the recommendation 
for change in grades? 

Mr. Warts. We claim no leadership in this regard. We claim 
cooperation. We will cooperate with the industry whenever we can 
and in every phase. 

Mr. McIntime. Well, then, justifying this trading on the basis that 
you do hold to better grade standards and do try to improve the 
package that goes into the trade, isn’t it more than a fact that it is 
the industry that must take the lead in improving the grades, with the 
exchange following the lead of the industry in making those changes? 

Mr. Warts. Mr. McIntire, we like to consider that we are part of 
the industry, too. And we will accept suggestions. We like, if we 
can, to help any industry desire. 

Naturally, the individual members of our exchange, the individual 

roducers, and those interested in shipping potatoes are those most 
interested. And we have to stand by and wait to see what they do. 

Mr. McIntire. You will have to excuse me; I will have to go before 
the Rules Committee for a few minutes. 

Mr. Grant. Mr. Watts, if you will stand aside, please, sir, I do 
not want to recess the hearing because we want to complete them as 
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early as possible. I will give Mr. McIntire an opportunity to finish 
his questioning when he returns. 

Mr. Warts. Thank you. 

Mr. Grant. We will be glad to hear from Mr. C. H. Burns at this 


time, if he is in the room. 


STATEMENT OF C. H. BURNS, SOUTHWEST BRANCH, IDAHO SHIPPER 
GROWERS ASSOCIATION, NAMPA, IDAHO 


Mr. Burns. This is not official testimony. I wanted to put in a 
slight objection to Mr. Watts’ previous testimony there on the 
potatoes. 

We grow them in Idaho and we think they are just as good as Maine 
potatoes. [ Laughter. | 

Another thought that I wanted to bring out, of course this is on 
onions, is that he mentioned in his testimony the fact before the opera- 
tion of the board, that the growers were at the mercy of the speculator, 
and that prices were sometimes bad; and that the enti did improve 
these prices. 

I can never remember before the board on onions where onions ever 
reached the price of 10 cents a bag and in some case a dollar a car. 

I will proceed with my testimony now. 

Honorable Chairman, Hetorabls Congressmen and guests, I am 
C. H. Burns from Nampa, Idaho. I am appearing at this hearing 
at the request of and representing the onion shippers and indust 
of Idaho and Malheur County, Oreg., and for the Southwest Branch 
of the Idaho Grower Shippers Association, which includes Malheur 


County, ae 


I previously testified for the growers of the same district at the hear- 
ing held March 24, 1956, in Chicago which is already a part of the 
official record. Much of the testimony that I gave at that hearing 
also applies to the shippers and the general industry’s standpoint, 
but I will try tostay away from repetition. 

Idaho grows approximately 2,700 acres of onions, most of which are 
grown in southwest Idaho. Malheur County grows approximately 
2,800 acres of onions. A grand total of approximately 5,500 acres. 
The production from this acreage produces annually about 7,500 cars 
(30,000 pounds each) 4,500,000 bushels of field run onions. 

The shippers of our association represent approximately 80 percent 
of this production in addition to actually growing approximately 30 
percent of the total acreage grown. 

The actual cost of processing or packing these onions, preparing 
them for market, is from $250 to $300 per car, which includes bags, 
labor, inspection fees, and so forth, depending on the time of the year 
the onions are processed. 

The freight alone on a car of onions veo we to Chicago figures 73 
cents per bag or $438 per car. During March of this year, board 
operators forced onion prices down where they were sold from as 
low as $15 up to $90 per car. 

In fact, board prices quoted on the Chicago Mercantile Exchange 
ran as low as 10 cents and finally closed at 15 cents a bag. 

These particular onions, of course, that were traded on the board 
at these prices were those that were stored in Chicago by board op- 
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erators who took delivery on the onions in November and placed them 
in cold storage. f : 

It appears that these onions were placed in storage on November 
deliveries with definite thought in mind that they would be able to 
drive prices down on later options. 

My reason for this thinking is that they took actual delivery on 440 
of their November commitments and in addition apparently purchased 
200 or more cars off track which were placed in cold storage as cold 
storage holdings were increased by 600 to 700 cars during November. 

Apparently one of the exchange operators with the combination 
of other operators and other receivers attempted to place these cold 
storage onions among themselves to avoid redelivery on the board in an 
attempt to stabilize prices and avoid a collapse in the market. And 
although they disposed of part of them, we believe that the majority 
of the onions remaining were actually redelivered in later option 
months and especially during March. 

Since this future trading has increased so tremendously all shippers 
continually run into heavy sales resistance depending on the trading 
on the future market. Receivers, wholesalers, and even retailers, dur- 
ing the past few years have become boardminded regardless of supply 
of onions available. 

If prices on the board show a downward trend, the buyer figures 
that the cash prices of the physical onions should also be down. 

The opening of the future board contracts 3 to 6 months ahead of 
planting time and 11 months ahead of delivery time is self-evident— 
it is plain gambling. 

It serves no actual need for the real onion grower or shipper. 

The opening of this trading so far in advance of planting time 
does greatly increase acreages from growers who are financed by board 
members for strictly hedging purposes. Prior to trading of onions on 
the mercantile exchange all shippers were able to sell many onions in 
sizable blocks—from 10 to as high as 100 cars, at harvest time at a 
definite price that would allow both growers and shippers to exist. 

However, the general buying trade, since the trading on the board 
has grown so tremendously, have discontinued early seasonal buying 
entirely due to board prices being quoted on the future market several 
months in advance. 

This buying of the physical onions, except from hand to mouth basis, 
no longer exists. Where we used to sell 1 individual received 5 to 10 
or more cars at a time, now they hold their purchases down to part 
car loads. 

In other words, as many as 3 or 4 buyers will order a pool car to 
be split between them. The fear complex has been built up, especially 
during the past few years due to the wide range in prices of onions 
traded on the board for delivery several months in advance. 

Although the National Onion Association and many shippers and 
growers throughout the Nation have requested the exchange during 
the past several years to make some drastic changes in their contracts 
in order that this unscrupulous trading and manipulation might be 
eliminated, it was not until after a widespread movement of the 
growers of the National Onion Association, as well as shippers and 
the general industry of the Nation, that the exchange made any 


changes whatsoever in their contract. This being about the first of 
March. 
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The shippers and the industry as a whole, as well as the growers, 
know that these changes that have been made are only minor ones and 
will not eliminate the evils that have existed. 

Any changes that they have made of consequence is placing limits 
on the total number of cars that any one individual trader may own 
at one time. I believe their rules at present allow 1 individual to 
own 200 November contracts, 150 January’s, 100 February’s, and 
100 March’s. 

In other words, any one trader can own 200 November contracts 
and up to 100 of the other options. By a concerted movement or a 
combination of traders they can run into the first of November with 
3,000 to 4,000 outstanding commitments. 

Even as of May 10 there were already slightly over 1,000 cars of 
November commitments and approximately 500 January’s. As men- 
tioned, these November’s can easily be increased 3,000 to 4,000 cars 
by November 1, even with these limits on. 

After November’s are cleaned up likewise they can trade heavily 
in January’s, February’s, and March commitments. The market can- 
not stand the shock of these heavy arrivals during option months 
and even though the statistics will show that less than 2 percent of 
open commitments are actually delivered, there is always the threat 
that actual deliveries could be much heavier. 

Records will show on testimony previously given by myself at 
the Chicago hearing that track holdings during option months build 
up to 2, 3, and 4 times above normal track holdings in nondelivery 
months. Heavy track holdings can mean nothing but depressed prices 
and demoralized market. 

As given in my previous testimony, future trades during the com- 
bined years of 1953, 1954, and 1955 run slightly over 400,000 cars 
traded. Yet there were less than 2 percent of actual deliveries. 

During this period there were approximately only 15,000 cars 
grown that were eligible for delivery. We can come to only one 
conclusion, that future trading is the greatest onion market in the 
world for exchange members, and it is true only because of the 
number of paper transactions. s 

It is also true from the amount of brokerages derived from mem- 
bers of the exchange and the exchange fee collected on each car traded. 
It can be considered a multimillion dollar business while on account 
of its operation, shippers, growers, and the industry have lost untold 
millions during the past few years. 

Naturally the exchange will not make any change which would in- 
tentionally change this heavy volume of trading. For these reasons 
we point out that the “ne they have made in their contract is only 
camouflage and mean nothing. 

The exchanges have tried to justify their existence by stating that 
the future market has been used to some extent for the actual mer- 
chandising of onions, This is not correct, and is simply propaganda 
in trying to justify their existence on a perishable secntess. 


The operation of the exchange has just the opposite effect on the 
industry. Heavy deliveries during option months have always and 
will continue to have a depressing effect on cash markets. 

In conclusion, statistics will show that the operation of the exchange 
has no reason for existence in the marketing of onions. It has caused 
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and will cause wide fluctuations in prices in no way related to supply 
and demand. 

Abnormally heavy track holdings, and by opening their early op- 
tions for trading, they cause large surpluses, by growers being financed 
by members of the exchange. Onion shippers, producers, members of 
the industry have determined that the Mercantile Exchange’s exist- 
ence is not for a highly perishable product such as onions and are 
earnestly urging our Congress to act favorably on House bill 7920 
and Senate bill 3204 during the present session. 

As it now stands, even with the changes made in their contract, the 
only people who profit from tlis disastrous situation, which has ex- 
isted during the past several years, are the manipulators who sit back 
and maneuver this future trading for their own benefit. 

Already, due to the exchange, the acreage planted will result in 
large surpluses of onions this season unless adverse weather should 
change the situation. By the abolishment of this future trading 
these surpluses can be avoided in another seasou. 

Why should the onion farmer, shipper, and the entire onion industry 
be forced to continue under this deplorable condition which has been 
forced upon them and let the Mercantile Exchange continue to experi- 
ment with their product ? 

It can only mean further disaster. They are simply asking that 
they be allowed to take the industry back into their own hands and 
run their business in the free American way. 

Mr. Grant. Thank you very much, Mr. Burns. 

Do you believe that rules or regulations of the exchange can be so 
modified as to correct the evils that you speak of? 

Mr. Burns. I do not. Any changes that could possibly be made, 
we know that they would be satisfactory to the exchange. 

Mr. Kine. Mr. Burns, these onions that you grow in Idaho and in 
Oregon, are not deliverable on the Chicago contract ? 

r. Burns. The 3-inch jumbos, there is a contract open for them, 
but due to Spanish onion there is no, practically no trading. There 
has been some trading but it has never been any volume. 

But the prices on our medium onions do come in direct competition 
with the onions that are traded on the exchange. 

Mr. Kine. You believe that your onions out there are about the 
best in the country, do you not? 

Mr. Burns. Yes, we know it. 

Mr. Kine. Why should not the exchange then have a lot of trading 
in your onions? 

Mr. Burns. Well, they are not as hard an onion. I guess the ex- 
change figures that they want 

Mr. Kina. They will not stand storage quite as well ? 

Mr. Burns. Won’t stand storage and won’t deliver within the pro- 
vision of the grade. 

Mr. Kina. You agree then that here again the argument of perish- 
ability has been settled by the exchange by arbitrarily drawing a line, 
even spliting the onion industry and taking only a small segment of 
the onion industry as the basis for their operations? 

Mr. Burns. That is correct. 

Mr. Kine. Whereas, if the whole thing could be logical, as a benefit 
to the industry, and perishability were not a factor, why they could 
just as well trade in all onions? 
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Mr. Burns. That is right. 

Mr. Kine. Thank you. 

Mr. Burns. Texas onions, of course, they don’t trade in them. 
They grow 10 or 15,000 cars of Texas onions, 

Mr, King. There is no question in your mind but what the futures 
quotations on the board limited to these storable onions, however, sets 
the price in the free market for Texas and Idaho and all of the rest 
of them ? 

Mr. Burns. That is right. 

Their quotations, of course, are delivered Chicago. 

On account of our high freight rate we could not possibly compete 
with the prices that they were trading on the Senedd the latter part 
of the season. 

Mr. Kine. That is all. 

Mr. Grant. Thank you very much, Mr. Burns. 

Mr. Burns, Thank you. 

Mr. Grant. Mr. Douglas McGinnis. 


STATEMENT OF DOUGLAS McGINNIS, WEISER, IDAHO 


Mr. McGinnis. I, too, am from Idaho, and I must disagree with 
Mr. Watts, with his statement about the Maine potatoes being the 
best. [Laughter. | 

If that were true, and the case, I wonder why all of our better 
restaurants over the whole United States, sir, serve Idaho baked 
potatoes. 

Mr. Kine. Sometimes some of those are Maines. 

Mr McGinnis, That is what we are trying to eliminate. [Laugh- 
ter. 

Honorable Chairman and members of the committee, I am Douglas 
McGinnis of Weiser, Idaho, appearing before you at the request of the 
Onion Growers of Southwestern Idaho. I previously gave testimony 
at Be Chicnge hearing held March 24, 1956. This is part of the official 
record. 

In view of recent minor changes made by the Mercantile Exchange 
which was supposed to correct the evil of futures trading, I would 
like to submit some additional information for your consideration. 

As you probably know, we grow the Sweet Spanish variety of 
onions. In our growing district of the lower Snake River Valley, 
which includes the Malheur County area, we produce approximately 
12.5 percent of all late summer and storage onions grown in the United 
States, 

Incidentally, gentlemen, these onions are not traded on the board 
but are used to manipulate it just the same as if they were deliverable 
onions. 

We of the onion industry feel that one of the major causes of the 
present chaotic condition of the onion industry has been caused by 
the contracting and financing of many acres of onions by the mercan- 
tile members and traders who use these onions as a leverage to manip- 
ulate the board as they wish. 

To show you how these contracts work, I am attaching herewith 
a photostatic copy of an actual contract and a purchase agreement 
which was entered into in conjunction with the contract for a like 
amount of onions; the names and places have been deleted for obvious 
reasons. 
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In our own locality, we have two heavy futures traders that con- 
tract large acreages through their shippers and packers— estimated 
at 20 percent of local onions grown. Let us use as an example one of 
these traders whom we all know contracted in 1955 in excess of 300 
cars under terms as per the attached contract $1 field run basis, $80 
per car to be advanced by May 25, and a like amount advanced for 
growing the consigned cars, it being specifically stated in the contracts 
that if delivery is not made the grower refunds all advances. 

These contracts plus his additional marketing agreements give him 
600 cars to manipulate with at a very low investment per car, . Being 
Sweet Spanish onions, they are not deliverable on the board; but 
the could be moved into the trade, thus increasing track holdings 
and depressing the market, as was shown in 1955 when they were moved 
in great volume at the end of each option month, and were sold at 
prices less than competing onions of the same type from the same 
district. 

Competing shippers are of the unanimous opinion these onions could 
not have made money as a commercial transaction. Why were they 
shipped? They were shipped to depress the market and that is exactly 
what they did, and the owner never stopped shipping because of the 
drops in the market as he was making huge profits on his merchantile 
speculations. 

Multiply this deal many, many times over the whole United States 
and you have a falsely created large surplus of onions that are used 
for board speculators and manipulation but still have to be consumed 
by the onion-eating public. 

We onion growers do not feel that the minor changes that were 
placed in effect this spring by the mercantile exchange will eliminate 
the above described type of manipulation. We are willing to take 
our chances with the law of supply and demand which has actually 
been the governing rule from the beginning of time. 

It has conclusively been shown that the onion futures trading serves 
no useful purpose and is not needed in the onion industry. The only 
ones to profit by continuing the present harmful setup is the small 
group of professional gamblers, speculators, manipulators, and the 
mercantile exchange itself. 

Gentlemen, it is a sad state of affairs when gamblers and specula- 
tors are permitted to make huge profits by forcing the price of physical 
onions down to the unheard figure of $15 to $90 per soaked of 600 
sacks as was the case in Chicago during March of this year. 

This low price of onions was never reflected to the consuming 
public. They still paid 8 to 11 cents per pound for onions that sold 
for 10 cents-per 50-pound bag or 2/10—now get that, gentlemen—of 
1 cent per pound; in other words, the consumers were paying 40 to 
55 times the cost of the onions. 

It has often been said you can treat a cancerous growth by medica- 
tion, but in order to save the victim you must remove the cause by 
surgery. After the March 24 House subcommittee hearing in Chicago, 
we onion growers thought the surgery near completion, when 95 per- 
cent of the Nation’s onion industry expressed their desire that futures 
trading be eliminated. 

Under the circumstances, it was felt that I, as representative of 
my district, should again come before you to reemphasize our desires. 


72795—56—pt. 83——-7 
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May I express my sincere thanks on behalf of the growers I repre- 
sent for your courtesy in permitting me to appear before you. I would 


also like to again urge your immediate attention and action to pass 
H. R. 7920 into law. 


Thank you very much. 
(The documents are as follows :) 


Onion Purchase Contract 


, the Buyer herein, has this day agreed to purchase from 


, the Grower herein, and said Grower herein has agreed to 
Tibed “commodity under the following terms, covenants and conditions. 


"8 eh a ose ox field run, _Yellew Sueet Spanish Onions to 


ah of 1988 on the ranch operated by said Grower approxi- 


ea een eer hi j dirt and sack weight, the 
endin’ younte The tare on these onions shall 

St thas of dalivecy by Jant tampoction of B rs Agent and the Grower. 

The Buyer agrees to furnish all field sacks, And the Grower agrees to deliver 

or in sewed full sacks at B meption te 


the written consent 


eo an h grown are not suitable for a shipping grade 
for any reason, option is Contract null and void in writing. 
this Contract is underwritten to the Buyer by 
d that should the above underwriters of this 


ont: t by notifying the Grower in writing. 
sums of money: 


‘ _.—19 BE. 
or before___May 28 19 B 


Gaeta CP II de | ester AR cee 


The balance of the price of said Onions to be paid within ten (10) days of final delivery on contract. 
. So uy : Tne gen Dy mal el meyer bey Retype Ab algpomy mph heoe ts cone er 
and all subsequen prior e time of the very ions, are considered 
ae Caleen cae ant ddboued tn satinal huva tha cone etionuly of advanced on said Onions shall 
due and payable by the Grower to the Buyer upon demand. 
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April 19868 by and 


tate of ‘dano, 


uereirafter reterred 


cWksoti, wherwas tes .iiiiok has faciliti:s at «mm, State 
of Tiatw, for the pnecing, shipping ar.d/or sellir: of orions, and 
whereas, saia Si ti.th je willins to render financial aid and other 
services to tne ik. or, fir the purpose of prowing the aforesaid 
commocity; "ow, therefore, it is rutually arpreed by and between 
the perties |.e«reto as foliows; 


1, The GROWER represents that |e nas now crewing an acreage of 
Onions wrich will »e cared for in a soot and farmer-like manner. 

2. The v....1ch agrees to store, pal and/or sell 8 car loads 
of onions trom this crop for the folluw schedulec charges; 


For packing - 45h per packout 


For selling - .1C/ per pacxo it 
$ per p 


fiagd tag rental - 


jhu.bi funds as follows; 
cefore Apetl 10 1988 
-epree Mey @ 1906 d 


4. ; : he +s aarir> the crop 
season ©! Lyi : ;avKked re later than re: >, 1956, a total 


, 
| ae 8 mt s of yellow onions which shall be packed to 
U.3.0ne sraie, uninss\otrervise decided :+ oHi.a: r:th agrees to 

‘ , : Ct 
merchandise said ‘oriuons“fto tie best a* “is ability and stall account 


to the wsC.ce for the “ee ce thereof, less sue psforeseid packirs 

and selling char;es and 00 per car. The dae per car shall 

be retained by the shipper and applies-arei:s' the aiva 

— 

Paragrapr. 2 above, Do « 
' ' \ 

£, It is expressly agreed ani incerstooc trat if these onions 

are placed in storage, they shall be stured in the. warehouse of the 

SHltiren, unless the Jlili:ch shall, a* *:s ow: discretion, make 

arrengen.ents fcr stcrinz said >rions :n s me other warehouse, 

Onions stored.vin the Slilricn'o warerouse sheli be covered by 

insurance against loss ty fire, ana *he cost <f said insurance 

Snall te cnargei to the account cf ne inu.th, 


6. The “snC. bh represents t. tre vitci. ch .e is the sole and 
lewf'ul owner of tne onions herei:. described n ve same are free 
and lawful of all encumbrances except us 


and that he hae the ‘ectul right to sell said onions and re 
the procee s of t!.is suie, 


DTii +-is 4@ : _ 1% 
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Mr. Grant. Thank you, sir. 

I notice here that you state “that the minor changes that were 
placed in effect this spring” do not “eliminate the above described 
type of manipulation. 

Just tell us briefly what minor changes were made? 

Mr. McGinnis. Briefly, what I had more or less in mind on that 
was the changes that were made as to the number of holdings that 
each speculator could have. 

I feel, I think everybody else in the industry feels the same way, 
there is no reason why your friend sitting at the next desk to you 
and his friend could not collaborate together and still create the same 
chaotic problem we have had in the past year. 

Mr. Grant. Thank you, sir. 

Are there any questions. 

Mr. Kine. Mr. McGinnis, these photostats that you have here, I 
think, should be elaborated on a little bit. Explain just what they are. 

This first one “Onion Purchase Contract”, is that a contract simply 
between a member of the exchange and a grower executed privately, 
or is this a regular Mercantile Exchange commitment ? 

Mr. McGinnis. No; this is an onion purchase contract created and 
issued by the shipper or packer. You will note down in one of the 
middle paragraphs where it says “It is understood and agreed between 
buyer and the grower that this contract is underwritten to the buyer 
by ‘so and so’ Chicago, Ill.” 

In other words 
Mr. Kine. Who is the instigator of this contract here, the grower? 
Mr. McGinnis. No; the packer. 

Mr. Kina. The packer ¢ 

Mr. McGinnis. The packer and shipper. 

Mr. Kine. Shipping point packer ? 

Mr. McGrwnis. The shipping point packer. The packer and the 
shipper and the storer of the onions who needed the onions for volume. 
Mr. Kine. This is not an exchange purchase on the futures market ? 

Mr. McGinnis. It is not. This is a purchase of the physical onion 
itself by the packer and the shipper in the growing district. 

But it is underwritten by so and so of Chicago, II]. 

Mr. Kine. Underwritten—he becomes the buyer ? 

Mr. McGinnis. Well, call it anything you want. 

Mr. Kine. Wait. This is a sales agreement, is it not? It is an 
onion purchase agreement on the part of the shipper, a sales agreement ? 

Mr. McGinnis. The actual contract was signed by the buyer and the 
grower. Actually speaking 

Mr. Kina. By the Chicago man ? 

Mr. McGinnis. No, by the shipper and packer. 

Mr. Kina. The shipper then was the agent of the Chicago man ? 

Mr. McGinnis. From the terms of the contract I would assume that 
it was. 

Mr. Kina. I see. 

Mr. McGrnnis. At the same time that this onion purchase contract 
was — the purchase agreement for the same number of cars was 
issued. 

Mr. Kine. This sort of contract would be a legitimate deal in regular 
wholesale channels of the trade? 

Mr. McGinnis. Very definitely. 
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Mr. Kine. In itself, it is sort of normal. If anybody wants to make 
a commitment like that they ought to have a right to ‘do so. 

You are charging along with it, however, that it was made by some- 
body who is a member of the exchange who used it for deliveries at the 
crucial times so that he could manipulate the market by ordering these 
onions on the market whenever he wanted to drive the market down 
a little bit? 

Mr. McGinnis. That is exactly what I mean. 

Mr. Kine. You have a copy of the contract. Do you have any sort 
of proof that this contract was used in that way ¢ 

Mr. McGinnis. The only proof that I have is knowing that the 
onions were shipped in great quantities at various times to the Chicago 
terminal. 

Mr. Kine. At times when the Chicago market did not justify the 
price herein made? 

Mr. McGinnis. I would say yes. 

Mr. Kina. What is the next photostat ? 

Mr. McGinnis. That is an agreement that was entered into, a mar- 
keting agreement, by the grower for the same amount of onions as he 
sold on the contract. 

In other words, at the same time that he made the onion contract, he 
was going to make the onion contract, he had to sign the marketing 
agreement for eight more cars. 

“In other wor da it would give him just a double number of cars to 
manipulate with. 

Mr. Kine. This is the contract then between your country shipper, 
packer, and the grower ¢ 

Mr. McGuyniIs. Right. 

Mr. Kine. The Chicago man is not necessarily—the exchange mem- 
ber is not necessarily involved in this? 

Mr. McGinnis. It does not so state in the agreement which—but you 
would assume if they were both attached to each other and in conjunc- 
tion with the same deal, I think— 

Mr. Kine. What would be the Chicago man’s interest in having 
the packing shipper have control of as many onions as were involved 
in the original deal ¢ 

Mr. MoGrynis. If you had twice as many to ship into Chicago, 
you would have more of a leverage on the market than you would 
have if you had just half as many. 

Mr. Kine. But this shipper would be crazy to ship twice as many 
on the market, twice as many as he was bound to ship by this contract, 
if as you say it was used to drive the market down. 

Mr. McGinnis. Would he be if he still got his packing. I sold 
onions last year. I sold my medium onions. I never got one solitary 
thing out of it. 

Mr. Krne. He becomes the owner of it. He must have some invest- 
ment in it. The amount specified by this contract. The grower isn’t 
singing an agreement here to ship for nothing. 

Mr. McGixnis. He ships them to the market. You will note on 
down here in this marketing agreement— 


The grower agrees to deliver to the shipper during the crop season of 1955 
and to be packed no later than February the 10. 
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Mr. Kine. This is just probably a scheme on the part of the local 
shipping point packer to sew up acreage. If he can execute a contract 
like this with somebody in Chicago—but then he uses this other one 
just to sew up additional shipping point acreage. 

Mr. McGinnis. He could. 

Mr. Kine. I would think that he would have his money or the grower 
would still have his money in all of the extra onions not covered by 
this first contract. Therefore, they are gambling, too. 

Mr. McGrwnts. For instance, this contract calls for eight carloads 
of onions. That is $80 a car advanced by May the 25th. That would 
have to be a pretty poor onion year where the shipper or the packer 
would have very much of a risk before he would lose any money on a 
deal like that. 

So I would not say that he was taking any risk, not unless the 
board drove the onions down to 10 cents a bag or $1 a car, like they did 
this last year. 

Mr. Kine. I understand that. I see that these contracts, photostats 
of which you have submitted, could be used in the way that you say 
they are used. However, to make your argument effective it ought 
to be tied up with specific dates of delivery, and some evidence of use, 
as you say, in affecting the Chicago market. 

Mr. McGinnis. I agree with you on that, Mr. King, but it would 
be pretty difficult to specifically tie up certain onions after they went 
into storage; where you had 300 or 400 carloads of onions, it would 
be pretty difficult to tie them up specifically. 

Mr. Krne. The implication, of course, of what you say, is in the 
mere fact that the Chicago member is backing this transaction to 
begin with. 

{r. McGinnis. That is exactly it. 

Mr. Kina. Standing by itself, it is a perfectly legitimate contract 
in the produce industry, which would be considered quite normal, not 
necessarily tied up with any futures manipulation. 

Mr. McGinnis. That is perfectly correct. 

Mr. Kine. Thank you. 

Mr. Grant. Thank you very much, Mr. McGinnis. 

Mr. MoGrnnis. Thank you. 

Mr. Grant. Mr. Watts, will you come back? Mr. McIntire is 
back now and wants to resume the testimony, please, sir. 


STATEMENT OF LLEWELLYN WATTS, JR., REPRESENTING THE 
NEW YORK MERCANTILE EXCHANGE—Resumed 


Mr. McIntiee. Mr. Chairman, Mr. Watts, I apologize for breaking 
in—I mean for disrupting testimony, but it was necessary for me to 
appear before the Rules Committee on another bill this morning. 

Mr. Warts. That is perfectly all right. 

Mr. McIntire. I have been very much interested, Mr. Watts, in 
an opportunity to have placed in the record some explanation of the 
circumstances which surrounded the situation that prevailed at the 
time of the close of trading on May 20, 1955. 

I am sure that those of us who have any responsibility in this 
potato deal were familiar with what happened at that time. _ 

I want the record to show that I am not presuming any indictment 
or concluding the indictment of anybody in relation to it. I expect, 
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that as the president of the exchange, you were as unhappy about it 
as were many producers who thought that they saw in it real proof 
of some of the things which they had perhaps been assuming, whether 
correctly or incorrectly, were going on in the trading. 

But I am sure that the fact that there were about 606 cars which 
were defaulted on at that time was a very unfortunate and very 
disturbing situation in the framework of this whole vehicle that we 
are talking about. 

I would like to specifically get at the point—why did the exchange, 
under you as president and someone else as business manager, extend 
the time of trading by approximately 20 minutes on that day? 

Mr. Warts. The reason we did that—may I preface the answer 
by saying that if there was unhappiness in Maine about that, there 
was great grief at 6 Harrison Street, and there were many nights 
of sleep lost. 

We extended the call an extra 20 minutes to try to liquidate this 
thing on a more orderly basis, because we knew that a certain opera- 
tor had got himself into a rather bad position. 

The liquidation that took place helped us to a great extent because 
the default was less than it would otherwise have been. 

There were some 380 to 400 cars liquidated during those 20 minutes 
of extension. 

We try in every case to close an option as orderly as we possibly 
can, and that was the reason why we extended it 20 minutes. 

It was within our rules. I, as president, had that power to do. 

Mr. McIntire. Under what rule did you extend that? 

Mr. Watts. Under the rule—I haven’t my rule book. We had a 
rule that the discretion of the president or the business manager, if 
an emergency exists, we can suspend or extend trading. 

Itisuptous. Itisup to our discretion in order to facilitate the —— 

Mr. McIntire. Is that your rule No. 7? 

Mr. Warts. It may be. I haven’t my rule book here. I cannot 
memorize them all, Mr. McIntire. 

Mr. MoIntire. It is my understanding that it was under rule No. 7. 

Under that rule as the rule read at that time, how much time could 
be allowed to meet these emergency situations? And in whose dis- 
cretion rested the responsibility of defining the emergency ? 

Mr. Warrs. In mine. 

Mr. McIntire. Under the rule how much time were you authorized 
to extend trading? 

Mr. Warts. I authorized the extension of trading until I could 
see that there were no more trades to be made. 

Mr. McIntire. The rule at that time, did it permit you to extend 
unlimited time? 

Mr. Warts. Not unlimited. I would not say that. It was within 
my discretion. 

McIntire. It is interesting to note that on July 13, 1955, which 
was subsequent to this occasion that we referred to, the rule was 
amended to permit the business manager to extend trading as much 
as five minutes. 

Mr. Warrs. That is in the case of—that is a different thing 
entirely. 

For example, the Commodity Exchange Authority has asked us in 
the past on our spot trading rules, not to cut—not to have a sudden- 
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death bell on the period of trading, because in that case the Com- 
modity Exchange Authority seems to think, and sometimes cor- 
rectly so, that people wait too long before they make their 
commitments. 

So thye asked us to extend spot trading, and have a bell after the 
final bell, until all bids and offers were registered, or all sales made 
that the traders wanted to make. 

After the close of the futures call, trading is permitted at a desig- 
nated range. There can be no change in the settlement price. But 
trading is permitted at a designed range. 

For example, the potato market closes at $5.40, that seems to be 
the bids of $5.39 and the offerings of 50, 51, why then they usually say 
“they can trade within this range for the next 5 minutes, but no 
change in the settlement. price is to be made.” 

Mr. McIntire. That is dealing mostly with spot? 

Mr. Warts. That is in futures, too. 

Mr. McIntire. That is in futures, too? 

Mr. Warrs. And in spots. 

Mr. McIntire. Then do I understand that if this rule No. 7 is the 
appropriate rule number 

Mr. Warts. No; that is not the rule number under which we oper- 
ate the 5-minute extension for the future call. 

Mr. McInvine. Is that the rule number under which you extended 
it? 

Mr. Warts. Yes; itis. 

Mr. McIntire. The time for 20 minutes, approximately ? 

Mr. Warts. Yes; that is the rule number. 

Mr. McIntire. How many traders were involved, or in this exten- 
sion ¢ 

Mr. Warts. I can’t recall; I can’t recall; there were a great many. 

Mr. McIntire. There were a great many who needed the additional 
time? 

Mr. Warts. Yes. 

Me McIntire. Would you put into the record, or could you put into 
the record the number of brokers or traders to whom the emergency 
situation at that moment justified your extension of the time? 

Mr. Warts. No; I couldn’t put that into the record. The reason 
why the extension was made for that long a time was because of the 
size of the commitment. 

Mr. McIntire. The size of the commitment on the part of a number 
of traders? 

Mr. Warts. The size, the total commitment. 

Mr. McInrire. This total commitment comprised the interests of 
how many traders ? 

Mr. Warts. That I could not tell. You can find that out. 

Mr. McIntire. Would your records not show ? 

Mr. Warts. No; the CEA records will show that. 

Mr. McIntire. Well, isn’t it a fact that it applied principally to 
only one ? 

Mr. Warts. No; it isn’t. There were longs and shorts. 

Mr. McIntire. Of the 606 cars that defaulted, how many brokers 
had those or were involved in that default ? 

Mr. Warts. In the default? Four or five, I believe, I am not sure. 
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Mr. McIntire. Could you put into the record how many each had 
in the cars on which they defaulted ¢ 

Mr. Warrs. There was 1 large default, and there were 3 small 
ones. I am not sure. I haven’t got the record with me. 

Mr. McIntire. If there had not been that large one in there, would 
you have extended on the part of the others with their small default ? 

Mr. Warts. I believe that we would have extended the call under 
any circumstance, because of the size of the commitment. 

r. McIntme. Yes; but you said there was one large commitment 
in there. 

My question is, if that large one had not been there, would you 
have extended on the part of the small ones? 

Mr. Warts. Oh, yes; because of the size of the commitment, because 
of the difficulty. 

Mr. McIntire. Then the remaining portion were of sufficient size, 
so that it was not the large one that influenced your decision to extend 
the time of trading ? 

Mr. Warts. No; my sole influence on my decision in that case was 
the fact that it was a very large commitment, still open on the last day 
of trading, And we were fearful that the deliveries would not be 
made and we were fearful of defaults. 

It did happen. However, the default was not as large as it would 
have been had we not extended the trading 20 minutes. 

Mr. McIntire. If it had been larger, in view of the fact that there 
was a large default, the largest on record, if it had been larger, on 
whom would have rested the penalty ? 

Mr. Warts. On the defaulter. 

Mr. McIntire. Well then, you were extending it to protect the 
man who was defaulting? 

Mr. Warts. Not exactly. I was extending it to protect the trading, 
_ — avoid defaults, if possible, because we don’t like de- 

aults. 

I don’t think any businessman or any organization likes defaults. 

Mr. McIntire. At the same time that you extended this trading 
beyond the closing time, the official closing time, to what extent were 
other traders, other than those who were immediately before you, in 
this possibility of default position, to what extent did everybody else 
know that there was going to be given time to’get under cover or 
shift their position ¢ 

Mr. Watts. Well, we announced it immediately. 

Mr. McIntire. What time did you announce it that day? 

Mr. Watts. We were in conference with the Commodity Exchange 
Authority representative on the call that day, as we are every day, and 
I believe we announced it just previous to the ringing of the final bell. 

Mr. McIntre. All right. 

A lot of folks were trading that day, a lot of folks were in a posi- 
tion where they had to liquidate or default. They had a deadline 
of 3 o’clock or whatever the time is here—is it 3 o’clock? 

Mr. Warrs. 1:30. 

Mr. McIntire. They had a deadline of 1:30 to meet, did they not? 

Mr. Warrs. They did. 

Mr. McIntire. How much time did they have in advance to know 
that they were not required to be cleared by 1:30? 
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Mr. Warts. Nobody had any knowledge that we were going to ex- 
tend the call. Nobody knew that. We extended the call to try to 
liquidate a very large option, to help liquidate a very large option, 
a very large commitment. 

Mr. McIntime. Yes; but my point is that there were only a few 
people who were momentarily right there who got the advantage of 
it, was it not? 

Mr. Warts. No, no. 

Mr. McIntime. How did anybody else get the advantage of it if 
they didn’t know it was coming? 

Mr. Warrs. Through whom they were trading. 

Mr. McIntire. How could they get the ont out if they did not 
know it was coming ? 

Mr. Warts. By telephone. 

Mr. McIntire. And you say that the decision was almost the time 
that the bell was supposed to ring? 

Mr. Warts. The decision was announced about that time; yes. 

Mr. McIntire. How could you get that out to people who were 
faced with the fact that they had 1:30 to meet and that was it? 

Mr. Warts. Well, they had 20 minutes after that to meet, and they 
would have had 20 minutes in which to be informed. 

Mr. McIntire. They had that 20 minutes? 

Mr. Watts. Yes. 

Mr. McIntire. When you announced it, did you announce that you 
would give 20 minutes more ? 

Mr. Watts. We would give—we don’t set any particular time be- 
cause we like—as soon as the trading stopped, we allowed another 2 
or 3 minutes, and we could see there would be no more trades. We 
then closed the call. We don’t extend the time indefinitely. But it 
is an indefinite period in which we do extend the time in this regard 
that we cannot tell them the exact number of minutes that they are 
going to have. 

We try to force them to liquidate or to settle their contracts in the 
best way they possibly can. When we closed the call we assumed that 
= es open commitments would be delivered. We were assured 
of that. 

We had been at the various short elements in that deal from 10 days 
before the close of open trading. We had asked repeatedly if they had 
the potatoes to deliver, and they assured us that they did. 

Mr. McIntire. Before you extended this call, were you or were you 
not familiar with the fact that one of these traders had asked for 
Government inspection on cars which were not in Harlem River ? 

Mr. Warts. No; I can’t say that I knew that. 

Mr. McIntire. Well, that was a fact, was it not? 

Mr. Warts. It could have been; yes. 

Mr. McIntire. Could have been? Was it not agreed upon in the 
findings of the CEA, that that was a fact? Did not the party against 
whom the charges were made—was not that one of the things that he 
agreed had been done in his acceptance of the fact of the payment of 
the penalty ? 

. Wom. Well, let me understand this, after the close of open 
trading we have a certain number of days in which to make deliveries. 
‘ Mr. McIntire. Yes; I know, but this occurred before that time, 

id it not ? 
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Mr. Warts. Well, we don’t know just exactly what arrangements 
the deliverer is making for the delivery of his commitment. For 
example—— 

Mr. McIntire. You were thoroughly familiar, were you not, with 
the fact that one of these major traders was in a very, very vulnerable 
position, unless he could get deliveries of a large quantity of stuff? 

Mr. Warts. I thought so. And I so notified his house. I didn’t 
know the trader. We don’t know the trader in the deal. We knew the 
member. 

Mr. McIntire. Yes; I appreciate that. 

Mr. Warts. And it was just a question of we were trying to assure 
ourselves that deliveries would be made. I was speaking as an ex- 
change official at the time. 

Mr. McIntire. Yes. 

Mr. Watts. Because—— 

Mr. McIntire. But his position—he had been in that relative posi- 
tion for a long while, had he not? He was short a long while? I say 
a long while. He was short, for probably a matter of 6 weeks? 

Mr. Warts. Yes. 

Mr. McIntire. Prior to the time that you extended trading for 
an n 20 minutes in order to get him under cover as far as you 
could. 

Mr. Warts. There was no favoritism, Mr. McIntire. We were 
just trying to get as many of the commitments washed off by liquida- 
tion, rather than risk—in my opinion, in my humble opinion, I did 
not think that that many potatoes could be delivered. And I so noti- 


fied all hands, everybody who was short potatoes. 
We had a lot of shorts. And I am not privy—at the time as 
president I was not privy to the information of who was cy and 


who was short. That would be unethical on my part, because 
am a businessman and on occasions a trader. 

I do not want to know who is long and who is short. I just knew 
that the commitment was very large. And I depended upon the 
business manager, who knows those things, to keep after those who 
were short. And I added my efforts to it. 

I knew that there were quite a few shorts in the deal. I wanted 
to know if they had the potatoes to deliver. In every case they 
assured us that they did. 

We can’t do very much more than that because when somebody 
swears that they are able to deliver and will be able to deliver it is 
very difficult to tell them that we don’t think so. 

We told them that we thought they would have great difficulty in 
delivering, but they assured us that they would not. That is the 
best we could do in any circumstance. 

Mr. McIntire. Well, I was interested to get your explanation of it, 
because it did seem to me at the time that it was extremely unfair to 
everybody who expected you were going to close at 1: 30—and I may 
be entirely wrong, but in view of the facts that were disclosed later 
on the part of the CEA, it looked to me as though it was done sub- 
stantially to give one particular trader, who had been a substantial 
trader over the years, an opportunity to get out from under cover. 

I just thought it was a rather arbitrary decision on the part of the 
exchange to protect the interests of one person, who for a long while 


also 
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had been in a short position, and a short position was detrimental to 
the market price, to the grower from day to day. 

And I just think that it was the most unfortunate situation. I am 
sure you will agree with me on that. I just think that it was some- 
what of an implication for the uninformed, let me say, that there 
were things going on there which ought not to be going on. 

I do not know who was responsible for it. But I do say—— 

Mr. Warts. I was responsible. 

Mr. McIntree. If there were need for diligence, I will say that 
there was a failure on somebody’s part to let a situation like that 
develop. Had that fellow been able to deliver on that date, it would 
have been very serious on the market in New York, on the spot 
market in New York, if that many cars had been delivered. 

And it seemed to me it was incumbent upon the exchange not to 
let a man get into a position—you say that you are interested in 
stable market prices, and I am sure that you are—but you let a man get 
into a position where, if he could have fulfilled his obligation, he 
would have dumped hundreds of cars—and I say that conservatively, 
because it is more than 100—he would have dumped those on the 
market in New York that day, or held them for demurrage and 
liquidated or diverted them the best he could. 

And regardless of that, he would have been depressing the spot 
market in New York, over a very few days I will grant, but he would 
have been accomplishing that. 

And I think it is fair to assume, Mr. Watts, that that was the 
very thing that he had been trying to do for days and days prior to 
that time. And if you have an obligation to the producer—and I am 
sure that you have, and I am sure you accept it—then you had an 
obligation to make sure that that thing did not develop into the 
situation that it did ultimately generate into. 

And I feel that for the uninformed person in this field it was most 
unfortunate, because there were many, many traders who could not 
anticipate that you were going to do that. 

Mr. Warts. Mr. McIntire, I am perfectly willing to be sworn 
when I say this, that I did not extend the call for any one trader. 

Mr. McIntire. I am not saying that you did. 

Mr. Warts. I extended the call for the purpose that I have de- 
scribed. . 

Mr. McIntire. Yes, sure. 

Mr. Warts. For the reasons that I have given you. 

Mr. McIntire. Sure. 

Mr. Warts. Insofar as the dumping of potatoes on that one day is 
concerned, he had 10 days in which to deliver, the man you are speak- 
ing of. 

Mr. McIntire. Surely. 

It afterward evolved that he was the large defaulter. But I had 
been assured, as I told you before, that these people who were short 
of potatoes had them to deliver. They had 10 days in which to 
deliver them. The market showed a great deal of strength. 

I think it is a commentary on the solidity and the stability of the 
New York futures potato market that it could resist such an at- 
tempted attack, as afterward developed on it, without damage. 

Mr. McIntire. I think probably your observation is sound. I 
am not so sure that I could so readily appraise the situation as a 
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credit to the exchange, because I think that the industry itself was 
doing a great deal to try to stabilize the market. 

And the exchange probably had its proportionate influence, I will 
grant that. But I think it is extremely unfortunate in so sensitive 
a deal as a perishable on a futures trading vehicle, that such a thing 
was permitted to develop. 

And I am not placing the burden on anybody, particularly. I just 
say that it happened. 

And I do not think we need to hedge around the fact that it hap- 
pened primarily with one person. The others were auxiliary to the 
major portion of that deal, at that time. And it was one person that 
was involved in this thing. 

I doubt very much, Mr. Watts, if that one person had not been in 
there as heavy as he was—and this is my opinion and I am not indict- 
ing anybody—-I make the observation if it had not been that one per- 
son you would not have extended the time for 20 minutes for the rest 
of them that were left. 

Mr. Warts. I will give you an unqualified statement that it would 
have made no difference who was involved or to what extent, 1 or 2 
or 20 persons were involved. 

Mr. McIntire. How many times have you had defaults in the his- 
tory of the potato trading on the New York Mercantile? 

Mr. Watts. We have had a few defaults; never very many, 


Mr. McIntire. I know. 
Mr. Warts. I can’t tell. I can’t remember. 
Mr. McIntire. How many cars have been involved in these de- 


faults ¢ 

Mr. Warts. Oh, we bave had defaults of 2 or 3 or 10, something 
like that. 

Mr. McIntire. You didn’t extend any time for those people, did 

ou 4 

Mr. Warts. When you have a commitment that is small enough, 
you don’t feel as though any time need be extended. 

Mr. McIntire. Leaving aside the one big man that was involved 
in this default, what was the total number of cars of the others? Will 
you put that in the record on the basis of individuals? 

Mr. Warts. I would like to put it in the record but I have no sta- 
tistics on it. I believe—— 

Mr. McIntire. Do you mean to tell me that the business manager of 
this organization does not have the statistics on this? 

Mr. Warts. He has, but I haven’t brought them here. I am not 
the business manager. I am no longer the president. 

Mr. McIntire. The record is open and you could supply it. 

Mr. Warts. It can be supplied. I can send it to you. 

(The information to be supplied is as follows :) 


New YorK MERCANTILE EXCHANGE, 
New York, N. Y., May 25, 1956. 
House SUBCOMMITTEE ON AGRICULTURE, 
New House Office Building, Washington, D. C. 


GENTLEMEN: In answer to a request made May 17, 1956, I should like to submit 
the following statistical data on defaults on potato deliveries on the New York 
Mercantile Exchange during the month of May 1955. 

Total defaults: 627. 

Company A, 606 defaults, penalty, $18,424.38. 
Company B, 16 defaults, penalty, $4,763.68. 
Company C, 5 defaults, penalty, $1,488.65. 
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The Fair Market Price Committee of the New York Mercantile Exchange set 
a price $0.25 above the close price as the price to be paid on the defaulted pota- 
toes per hundred pounds. This cost the defaulters a total of $70,537.50, In 
addition, the defaulters were penalized $185.23 per car, a total of $116,139.21. 
The price adjustment plus the penalty cost the defaulters a grand total of 
$186,676.71, above the closing price on the May contracts on the New York 
Mercantile Exchange, a very heavy penalty indeed. 

Very truly yours, 


New York MERCANTILE, 
LLEWELLYN Watts, Jr. 

Mr. McIntire. The historic fact is that there have been other 
defaults and they have been, as you say, in the neighborhood of 3 or 
4 or 8 or 10 cars, but on this one occasion you extended the time for 
20 minutes. 

Mr. Warts. Yes. 

Mr. McIntme. And I haven’t any facts before me, either, but I 
will look at the facts which you submit on this point because I think 
it is a very vital point. 

And there is one other point that I want to make, too. 

Under the rules of your exchange this fellow who defaulted— 
under the findings of the Commodity Exchange Authority—was pen- 
alized very, very heavily. 

Your exchange is made up, as you say it is an assemblage of brokers, 
traders. 

Mr. Warts. Producers, merchants. 

Mr. McIntire. Not many of those are members ? 

Mr. Warts. Most of them are. 

Mr. McIntire. Most of them are members? 

Mr. Warts. Producers, merchants. 

Mr. McIntire. Have seats on the exchange? 

Mr. Warts. Merchants and quite a few producers have seats. 

Mr. McIntire. How many seats do you have? 

Mr. Warts. Four hundred. 

Mr. McIntire. There are that many individual shippers in the State 
of Maine. 

Mr. Watts. That is true, individual shippers. As I understand 
it, Mr. McIntire, I understand they haven’t $2,000 to buy a seat. 

Mr. McIntire. Unfortunately, they don’t. Some of them say there 
are some problems associated with the futures as being the reason 
they don’t. I don’t know whether they are right or wrong. 

Mr. Warts. I disagree with them. 

Mr. McIntire. But the poin is this, that these folks are represented 
on your board in their trading activities by the so-called members or 
holders of seats, are they not? 

Mr. Warts. ‘That is true. 

Mr. McIntire. Many of them perform their services as brokers ? 

Mr. Warts. That is true. 

Mr. McIntire. I don’t know—I would like to know— in the normal 
brokerage firm, do they have a person in their firm who handles the 
accounts as his responsibility ? 

-. Mr. Warrs. I + pe mr they have. These brokerage firms have floor 
traders there, and orders come from the main office. 

Mr. McInttre. Normally, if I were a farmer, as I am by indirection, 
perhaps, but let me say that I have never traded, either bought or sold 
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a single car of potatoes on the exchange—in my present capacity 
it would not be appropriate for me to, I am sure—but I never did before 
that time—normally, if I were out here as a farmer, or a shipper at 
shipping point, and were trading, I would elect somebody to a my 
broke it might be one firm or might be another firm; and normally 
would not that firm assign my account to an individual whose respon- 
bility it would be to handle my orders in and out, or sales and pur- 
chases ? 

Mr. Warts. I think so, yes. 

Mr. McIntire. Would it not be normal to expect that account ex- 
ecutive, if you might call him such, would know pretty much from day 
to day what may position was on the board ¢ 

Mr. Watts. The house should know at all times. 

Mr. McIntime. Well then, do your rules provide that as a broker, 
if I participate in a situation which leads to a violation of the rules, 
that as a broker, I am subject to rules of suspension and fine, as would 
be my client, if I maneuvered him into that position ? 

Mr. Warts. Yes. 

May I anticipate your next question, by saying that the case in- 
volved in this large default, in that case the Commodity Exchange 
Authority told us that they would investigate. And we said that we 
would make our own investigation, too. We did. 

The broker in that case, in the case of the large default, told us— 
and we had a meeting at which we questioned all of defaulters, in- 
cluding the large defaulter, and we cross-examined them and they 
proved to us, that is, they thought they proved to us, and we accepted 
it at the time, because we were waiting for the Commodity Exchange 
Authority action, that they were assured by their customer who was 
substantial, that deliveries would be made on all of his commitments. 

We held the matter in abeyance. We didn’t make any decision on 
it until after the findings of the CEA, when that decision was made 
by them. 

And in the case of the Commodity Exchange Authority they held 
that the broker in question was not at fault, that it was the customer 
who was at fault. That is according to the information that we had 
in the decision that was written at the time. 

Mr. McIntire. Was it not within the purview and responsibility 
of your exchange to make that decision yourself? 

Mr. Warts. Mr. McIntire, we did not like to prejudice the case that 
was then to be argued before the CEA. We didn’t like to prejudice 
the position of the broker, nor did we like to embarrass the CA by 
making preliminary findings before their final decision. We lean 
very heavily on the CEA on our exchange. We are very glad to have 
them. We feel that as a policing agency they do a remarkable work. 

Mr. McIntire. Do you not think there ought to be rules incor- 
porated in your exchange or in the authority of the Commodity Ex- 
change Authority whereby it would be just automatic that if a broker 
through his account executive permitted a trader, a customer of theirs 
to maneuver into a position where he is subject to penalties of the 
rules of the board, that that brokerage firm be suspended, just the 
same as the customer was suspended ! 

Mr. Watts. We can’t assume that a firm is guilty of participa- 
tion in any such scheme. If they assure us—if they themselves are 
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deceived, we certainly can’t make them guilty of somebody else’s 
guilt—somebody else’s manipulation or transgression. 

Mr. McInrirg. Then you are saying that the account executive 
in this brokerage firm has no responsibility for the position of his 
customer ? 

Mr. Warts. He had a great deal of responsibility. 

Mr. McIntire, If the customer tells him that he is sound, that is 
all of the responsibility that that brokerage firms has got? 

Mr. Warts. The brokerage firm assumes that the customer is in a 
sound responsible position. In this case the brokerage concern was 
mistaken in that assumption, or else the customer was unable to make 
the planned consummation of his contracts. 

Mr. MoIntire. The fact that the firm assumed that, relieves them 
from any liability in the trade? 

Mr. Warts. Not exactly. I found that since we found that the 
Commodity Exchange Authority didn’t feel that they were guilty of 
any wrongdoing, we could hardly say that the Commodity Exchange 
Authority were in error. 

Mr. McIntire. And you do not think that that area of regulation 
should be more explicit ? 

Mr. Warts. We don’t like to blame somebody for another’s wrong- 
doing. We can all make mistakes. We can be mistaken in our cus- 
tomers. We lose a lot of money every year on credits. 

Mr. McIntire. I think if you are going to discharge your respon- 
sibility to the people whose commodity you are trading in that you 
have to be far more responsible than just saying: “We assume that he 
was all right.” 

Mr. Warts. There are some exchanges in some products where 
they have a no default rule. It does not prevent defaults. There have 
been defaults, so I am informed. 

We have considered having a “no default” rule on the New York 
Mercantile Exchange but there are occasions when defaults are an 
accident due to the fact that there was a railroad tieup or something 
like that and it is hard to do something about that. Bales them ? 
We don’t feel very good about it. It is technical. We try to be fair. 

May I come back to your 20 minutes? 

Mr. MoIntire. Yes. 

Mr. Warts. We permit, within the discretion of the business man- 
ager, up to 5 minutes of trading after the final call. 

Mr. McIntime. That was the rule I referred to. 

Mr. Warts. We permitted it before that rule. The rule was defined 
as 5 minutes so that we could end it sometime. 

There is a lot of work to exchange business. But it was for the 
convenience of traders who were unable to get their offers on the 
board, or were not able to make their bids on the board. 

Where the volume was heavy, and the mechanics of the exchange 
could not take quite that volume in the given few seconds left—— 

Mr. McIntire. Has not that rule prevailed for sometime ¢ 

Mr. Warts. The rule has prevailed sometime. We just defined it as 
5 minutes. 

Mr. McIntire. Then you defined it as 5 minutes since you extended 
it to 20 minutes? 
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Mr. Warts. Yes, that is true. It can, however, be extended again 
if in the opinion of the manager or the president, an emergency 
exists. 

Mr. McIntire. But only 5 minutes at a time? 

Mr. Warrs, Well, it is at the discretion of the business manager 
and the president. I think, I hope that you will agree that we try 
to make it as short as possible. 

Mr. McIntuee. I should hope that you did, because I think there are 
a lot of people in the countryside who are vitally concerned with that 
time factor and they think they are out of business and they found 
others were not. 

I just do not think that you can compound that whole situation into 
any form of equity whatever except to protect some folks who are in 
a bad position oa their bad position was known in advance, Do not 
you think that is right? 

Mr. Warts. As I said before, the only reason that I extended the 
call was because of the size of the commitment. 

Mr. McInrire. I appreciate that and, unfortunately, if a little 
farmer out here finds himself in a box, he isn’t big enough to get your 
board to give him the same relief that was obtained by a fellow who 
was a substantial trader and represented by a very substantial house. 

I just do not think it was entirely an equitable situation. I may 
entirely wrong. I do not know anything about this whole trading 
fraternity but I 

Mr. Warts. It was my judgment. 

Mr. McIntire. I appreciate that. I am not quarreling with that 
because we all have to make our best judgments. 

Mr. Warts. I have to make a decision, and I made it for better, for 
worse. 

Mr. MoInriee. That is right. 

Mr. Warts. I think, and I feel as sure even now in retrospect that it 
was the correct thing for me to do. 

Mr. McIntire I am sure that is the way you do feel about it. 

Mr. Kine. Can I assume, Mr. Watts, from what you have said pre- 
viously, that if you had not extended this for the 20 minutes, that the 
defaults might Sate been as high as a thousand ? 

Mr.Warrs. They could have been, yes. I believe so. That is my 
opinion. Iam not sure. I can’t prove it. 

Mr. Kine. Final default was abant 600? 

Mr. Warts. 600 and some odd few cars. 

Mr. Kina. 606? 

Mr. Warrs. Yes. 

Mr. Kine. What was the trend of the market during that 20 min- 
utes ¢ 

Mr. Warts. The trend of the market was extremely firm, very high. 

Mr. Kine. That 20 minutes extension was not under this rule. 

Mr. Warts. There was no change in the price. 

Mr. Kina. Just settlements at the prices, is that what you meant ? 

Mr. Warts. That is it. 

Mr. Kine. Under your rule? 

Mr. Warts. Under the rule that there would be no change in the 
price. 

Mr. Kina. No change in the price. 
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So this 20 minutes ran under that rule that you have most every day ¢ 

Mr. Warts. Yes; there was no chance to change the price and 
manipulate the market, if that is what you would imply. 

Mr. Kine. This permitted a few more transactions ? 

Mr. Warts. It permitted the clearing up of what I consider in my 
opinion a very foolish deal. 

Mr. Kine. And wound up 20 minutes later at the same price? 

Mr. Warts. Oh, yes; it had to because those were our rules. 

Mr. Kine. Would you see anything in this whole transaction that 
might justify the accusation of attempted manipulation ? 

Mr. Warts. Mr. King, I think I said in my previous testimony 
that I cannot deny the existence of sin. I know that people try 
things that they should not. But I find in my experience as a trader, 
and as a merchant, as a distributor, that when you buck a market trend 
by a manipulation, it is going to be very costly. 

It will cost you, probably your business—not only your fortune but 
your business. 

Mr. Kine. I admit that a single example of an attempt at manipu- 
lation would not be necessarily an indictment of the exchange. But, 
at least, this certainly was one that came to light where there was 
an unreasonable attempt to influence the market. 

Mr. Warts. It was an unreasonable and a very unsuccessful at- 


tempt. 

Mr. Kine. And you knew it was a very costly one on the part of 
the producers, too? 

r. Warts. I don’t think so. 

Mr. McIntire. It isall a matter of opinion. 

Mr. Warts. The fact that this man tried, as you say, this one 
speculator, tried to influence the market, the very fact that his manipu- 
lation simply defeated himself and the opposite happened. 

I think that the price of potatoes was very much higher during 
the time that the New York Mercantile Exchange trading was open 
than it was shortly after that. 

Mr. McIntire. And the bad effect on the market might have come 
earlier in the 6 weeks period that this one trader was extremely short ? 

Mr. Warts. No; I don’t think so. I think the shorts in that par- 
ticular deal of that year were in bad shape from the time they went 
short. 

Mr. McIntire. Let me ask you this: Do you not think—— 

Mr. Watts. That is just a market opinion. 

Mr. McIntire. I appreciate that. 

But do you not think they exerted every influence that was possible 
to protest their short position and get it into a more tolerable situ- 
ation ? 

Mr. Warts. I think we all do that, Mr. McIntire. 

Mr. McIntire. I appreciate we do. That in itself had a depress- 
ing effect. It was an effect to pull the market down; was it not? 

ow could ~~ protect their shorts, if it didn’t go in that direction ? 

Mr. Warrs. Mr. McIntire, the only thing that we can say about 


that is that it didn’t do it. 
Mr. Kina. The very fact that they were short was on the bearish 


side. 
Mr. Watts. What is that? 
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Mr. Kina. The very fact that they were short is that they were 
on the bearish side of the market. 

Mr. Warts. That is true. 

Mr. Kina, So it is a balance of one judgment against another, they 
were having their effect on the quotations that went out every day. 

Mr. Warts. That is wherein is the strength to the futures market. 

Mr. McIntire. Mr. Watts, I want to be clear in my own mind. I 
do not know whether we are dealing in a sound area or not. I cannot 
help but feel that if a broker knowingly participate with, which even- 
tually results in a violation of the rules of the exchange, that he is on 
poy thin ice to say that he just thovght he was a good guy and 

lieved in him until he found out otherwise. 

You said that your board did not do anything about this broker 
liability in this situation. Within the rules of the exchange, what 
authority do you have? Could you have suspended this brokerage 
firm from trading for 60 days or 90 days, if you thought there was a 
liability there ? 

Mr. Warts. Yes; we could have, if we were convinced of it. 

Mr. McIntire. Have you ever done it ? 

Mr. Warts. We have done it but not for that particular offense. 

Mr. McIntire. You say that you didn’t do it because you rested on 
the decision of the CEA that the broker was not guilty? 

Mr. Warts. True. 

Mr. McInrime. What is the basis of that decision—did the CEA 
— a decision that the broker was not at fault in this situation at 
all ? 

Mr. Warts. I don’t think the CEA said so in so many words but 
we asked the CEA if they were going to move against the broker, too. 
And evidently the broker or the concern involved was able to convince 
the CEA, as they convinced us, that they were acting in good faith, 
that their principal was very substantial. 

Mr. MoIntme. Did I hear you correctly, that their principal was 
very substantial ? 

Mr. Watts. The customer. 

Mr. McIntire. What difference should that make, if there was a 
violation of a rule? 

Mr. Warts. The violation was not there, Mr. McIntire. It was not 
there at the moment. 

Mr. McIntire. This customer was fined some $300,000. 

Mr. Warts. For defaulting. 

Mr. McIntire. For defaulting. He was suspended from trading, 
was he not ? 

Mr. Warts. The CEA suspended him from trading, yes. 

Mr. McIntire. What do you mean that the reason for not acting 
against the broker was because of the principal involved? I mean, 
the principal was substantial. 

Mr. Warrs. The customer was substantial. The broker assured us 
that he had the ability to deliver, as he assured them that he had the 
ability to deliver. 

Mr. McIntire. Do you mean that the brokerage firm was relieved 
from a responsibility because they were dealing with a substantial 
customer ¢ 

Mr. Warts. No; because they were convinced that the man could 
substantially fulfill his contract. 
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Mr. McIntire. Either by delivery or paying penalties? 

Mr. Warts. By delivery. The default is—it is subject to penalties,. 
but there is no prohibition against default, De can’t do that. There 
may besome. But a default is—they are not breaking any rules when 
they default on delivery. They have to pay the penalty, which is 
severe. 

Mr. McIntire. Certainly. 

But this fellow apparently figures that he could better default than 
to go on to the market and buy potatoes at the price they were then 
and deliver them, didn’t he ? ile made the decision. 

Mr. Warts. I presume that he did. 

Mr. McIntire. He thought that was the least expensive way out? 

Mr. Warts. It didn’t prove that way. 

Mr. McIntire. I am not sure. Potatoes could not be bought at the 
prices he wanted to buy them at. 

Mr. Warts. I don’t know. 

Mr. McIntire. You know that. That is the reason why he de- 
faulted. He had been trying to buy them for weeks and couldn’t get 
them; is that not right? 

Mr. Warts. It could be. 

Mr. McIntire. He was not willing to pay the price to the grower 
to get those cars of potatoes into New York for delivery when he was 
supposed to deliver them. And he was exerting every influence he 
could to bring his short position into a position that would lose him 
the least amount of money. 

Mr. Warts. Quite naturally, yes. 

Mr. McIntire. Why, sure. And the only way he could do that 
was to do everything he could to drive that market down, so he could 
buy the physical potatoes and get them into New York for more 
nearly what his contract obligations called for; is that not right? 

Mr. Warts. I presume so, but he couldn’t do it. 

Mr. McIntire. Why was he not driving the market down as a 
short at that time? 

Mr. Warts. He was not driving the market down. The market 
did not go down; it went up. 

Mr. McIntire. I know it did but it was not by any of the good 
graces of that individual as a trader nor of the exchange that the 
market went up, was it? 

Mr. Warts. The exchange does not make the market. The industry 
makes the market. 

Mr. McIntire. Is not this a fact then, that all during the trading 
period substantially—we are not quite over, because we still have a 
few days left on the 1955 crop—but is it not a fact that up until rel- 
atively recently the trading on the New York Mercantile Exchange 
has averaged below the spot market on the 1955 crop? 

Mr. Warts. It can be. That is why I submitted it—there is about 
25 percent, hundredweight difference between the spot price and the 
exchange and futures price sometimes on the current option. 

Mr. McIntme. Has it not been true this season that the growers 
have been far stronger in their position for a price than has the trade, 
both in and out of the exchange ? 

Mr. Warts. I don’t understand that question. 

Mr. McIntire. Well, isn’t it true that your levels of trading have 
followed behind the trend of price on the current erop ? 
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Mr. Watts. No; they have been ahead of the current price. 

Mr. McIntire. I do not think so—they have been up momentarily 
lately, but they have not been right up until perhaps the 1st of April— 
have not they been behind ever since we started marketing the crop 
last. fall ? 

Mr. Warts. I wouldn’t say so, no. 

Mr. McIntire. I think we both need to look over the figures a 
little more. 

Mr. Warts. Let us put it this way: You hedge potatoes on futures 
option, and when it comes time to sell your potatoes, you do not neces- 
sarily have to deliver them. You have hedged them. You have a 
short sale against a car of actual potatoes. You find a customer for 
those potatoes or your distributor does. You are hedged. You are 
protected by a hedge. 

You have got a certain price guaranteed. The potatoes are sold 
at the quotation of the market, or else they are sold on the basis of, 
say, 25 to 40 cents a hundredweight over the price at which the hedger 
‘an cover his commitment, his short commitment. 

Mr. McIntire. The point I think I can make in support of this, 
if I need to, is the fact—I appreciate that the position changes a lot, 
first you are ahead and then you are behind—but the point I want 
to make all through this position is that the actual prices in the 
market place, as far as the grower has been concerned in the past two 
crops, has been influenced far more by the action of the growers 
through vehicles available to them, than it has been by the exchange 
in its influence on the market. 

I don’t think you can argue that point, Mr. Watts. I think that 
you can accept it with good grace. I think it is a fact. 

Mr. Warts. I am not arguing the point. 

Mr. McIntire. I appreciate you are not and I do not think you can. 

Mr. Warts. I am just trying to point out the exchange is the place 
where these fellows all do business, a great many of them do business, 
that whatever Maine does to improve their position of the potato 
industry in Maine, has certainly our blessing. 

As a matter of fact, it has always had my personal blessing. I 
have always been very anxious about that. 

Mr. McIntme. In that regard, I am sure that there was absolutely 
nothing to the rumor, about concern when the industry changed the 
marketing order back in March, I think it was, of 1955, that that had 
your blessing, too; nothing to the rumor that there were interests in 
the trade that were intending to go into court with a restraining 
order against the Department of Agriculture, on the effective appli- 
cation of that order. Was that not so? 

Mr. Warts. Well, I don’t know. The exchange had no part in 
that, naturally. 

Mr. McIntire. It probably did not. I am sure that you folks 
were thoroughly in accord with that decision at that time. 

Mr. Warts. I was; yes. 


Mr. MoIntime. And you so declared yourself immediately. 

Mr. Warts. I said so; yes. 

Mr. McIntire. I am sure that is helpful. I am sure that there 
were an awful lot of rumors going around at that time, there were 
folks trading in the exchange that were not sympathetic with that. 
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Mr. Warts. Mr. McIntire, there are folks trading on the exchange 
that are not sympathetic with anything. 

Mr. McIntie. I think so. 

Mr. Warrs. As an exchange we have all sides. And we must be 
naturally neutral. However, I will say this for the New York Mer- 
cantile Exchange that we have been for anything that is constructive 
and businesslike—— 

Mr. McIntire. Surely. 

Mr. Warrs (continuing). That they see fit to do in Maine. And 
we will cooperate with them and try to — them every time provid- 
ing it is sensible, reasonable, and businesslike. 

Mr. McIntire. It is generally accepted in the trade. I mean under 
the terms of your contract, that those cars must go into Harlem River 
on a shipping-point inspection; is that right ? 

Mr. W atts. Shipping point; yes. 

Mr. McIntire. At the time that the industry made this shift in 
their requirements for packaging, the fact that the exchange at that 
time permitted reloading into 50-pound bags after those cars arrived 
somewhere outside of Maine, was not any attempt whatever to defeat 
the merchandising program of the industry at that time? 

Mr. Warts. No; F don’t think so. 

Mr. McIntire. Why did you do it? 

Mr. Warrs. Because we were bound by the contract—we were bound 
_ by the 2-inch requirement in size. We had to be very careful not to 
violate that contract. 

We knew also that it would be very expensive to perform this 
operation. 

Mr. McIntire. There was no cost to you folks, though? 

Mr. Warts. What is that? 

om McIntme. That would have been at no cost to you folks, would 
it 

Mr. Warts. No; but it could have been. If we had not permitted 
delivery of the contract as it was written from the beginning, we 
would have been liable to suits from those who were interested in 
delivering. 

Mr. MoIntrire. You think that most receivers would have held you 
liable if they had had a better car delivered to them than what their 
a called for, than in the container which this contract called 

or? 

Mr. Warts. Oh, no; I didn’t say that. 

Mr. McInvtre. I am sure you would not feel that way about it. 

Mr. Warrs. No. 

Mr. McIntire. But I was interested at the time and I still have been 
interested in the fact that your contracts called for shipping-point 
inspection as the required certificate on arrival. 

Mr. Warrs. Shi a and on arrival, too. 

Mr. McIntire. But the shipping point is one of the requirements. 


And, of course, to reload that car by conversion from 50-pound bags 
by dumping them over into 100-pound bags actually suspended the 
requirement of shipping-point inspection, because you cannot do that 
and hold the shipping-point inspection. 

Mr. Warrs. No, Mr. McIntire, the inspection department of the 
Department of Agriculture—that was all done under their super- 
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vision. They were present at the time, And they said that it would 
be all right, they would accept it. 

Mr. McIntire. Do you mean that they continued that shipping- 
point inspection on a car which had been reloaded ? 

Mr. Warrs. On a car that was repacked, in their presence. 

Mr. McIntire. I see. 

Mr. Warts. That is the only basis on which we accepted it. We 
accepted it because the Inspection Department of the Department of 
Agriculture also accept it. 

Mr. McInvtrz. I see. 

Mr. Chairman, I do not want to prolong this hearing. We have one 
other witness, I believe, who has come from a long distance. I do not 
want to take more time. 

Before I close, I do want, Mr. Watts, to express my appreciation 
for your being here. 

I have an area of responsibility as a Member of Congress here to 
some folks who have quite a vital interest in potato raising. I would 
not be discharging my responsibility if I were not exploring those 
things which I feel are in their best interests. I am sure you will 
appreciate that fact. 

And I do think that many of these folks have been with some justi- 
fication deeply disturbed over prices they received from time to time 
and the trading practices within which they find themselves. They 
are naturally and justifiably interested in them. 

My interest in this whole proceeding of the functions of this sub- 
committee is trying to get some facts, hoping out of them we can draw 
some constructive conclusions. 

Mr. Warts. Thank you very much. 

Mr. Grant. Thank you very much. 

Mr. Kine. Did I understand you to say earlier with reference to 
onions, that onion contracts were not open now ? 

Mr. Warts. Yes. 

Mr. Kine. I was informed that one of your members in his circular 
put out said he was holding contracts for five cars of onions. Could 
anybody in your membership be holding contracts now ? 

r. Mrrset. Not to my knowledge. 
K. am Joseph Mersel, president of the New York Mercantile Ex- 
chang. 

Mr. Grant. Thank you very much, Mr. Watts. 

We will next hear from Mr. W. G. Robertson. 

Mr. McIntire. I want the privilege of introducing Mr. Robertson 
to the committee because it has been my personal pleasure over many 
years to know him as a friend and also to know him as a very sub- 
stantial and very sound and constructive producer and shipper of 
potatoes from Caribou, Maine. 

He is closely associated with our industry through its many vehicles 
by which we try to improve our industry. And he has done a great deal 
over the years in which he has honored us with his residence to help 
the industry in every way that it is possible. 

T am very happy that he is here to appear before this subcommittee. 

Mr. Grant. Thank you, Mr. McIntire. We will be glad to hear 
from you now, Mr. Robertson. 








276 FUTURES TRADING 


STATEMENT OF W. G. ROBERTSON, CARIBOU, MAINE 


Mr. Roserrson. Mr. Chairman and members of the committee, I 

apgeece Mr. McIntire’s very kind words. 

efore I start with the little bit of testimony that I have, I think 
I might be of some assistance in this question of why the contract 
calls for Maine-grown potatoes. 

First of all, I would like to commiserate with Mr. King that he 
is unable to grow potatoes in Maine and some day he may see the 
light and come and join us. 

But the fact that the contract calls for Maine delivery, I am fully 
convinced, is because Maine potatoes are a standard which it is possible 
to trade over a longer period than any other potato grown in the 
eastern part of the country, at least. 

Also, difference in prices exist between potatoes grown in different 
areas. 

This is not quite the case in onions, I believe. 

As is well known, Maine potatoes command somewhat of a premium 
in certain markets at certain times. And if potatoes were allowed 
to be delivered as such, naturally, the cheapest potato that could be 
procured would be delivered. 

The standard is set that it must be a Maine-grown potato when 
available. It seems only sensible that the exchange confine its activ- 
ities to that standard. ; 

Mr. King. Do I understand then that you favor futures trading in 
potatoes as a good thing for the producing industry / 

Mr. Rosertson. Very much so, sir. 

Mr. Kine. You think that it might also be good for Pennsylvania 
if we set up such an exchange, with the necessary grades and speci- 
fications ? 

Mr. Rosertson. I do not think you have to change anything. You 
can use the present facilities of the exchange even if you grow potatoes 
in Pennsylvania. 

Mr. Kine. By buying? 

Mr. Ropertson. Or selling in terms of Maine potatoes. 

I have been asked to testify here by the New York Mercantile 
Exchange. I have already, as you know, submitted testimony to this 
committee as a representative of the members of the Potato Industry 
Council of Maine who are in favor of futures trading—those who are 
in favor of it. 

But, I hope, I will not repeat any testimony I previously gave. 

There are 1 or 2 points that I would like to go over. 

Mr. Kine. Are youa member of the exchange ? 

Mr. Rosertson. Yes, 1 am, sir. 

First, I would like to point out that a change of opinion has taken 
place in Maine as to the pros and cons of futures trading. The pub- 
ficity given to the entire trading situation by this committee, in my 
opinion, has resulted in a broader understanding of the functions and 
benefits available through the intelligent use of a futures market. 

The testimony of people who have been opposing trading in futures 
seems to fall into four main categories. 

One, it is contended that trading in futures causes overplanting. 

Two, that it depresses prices due to delivery being concentrated at 
one point. 
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Three, that manipulation is possible. 

Four, that the facilities of the exchange are not available to all. 

And as a member of the exchange I would like to say that I some- 
what deplore the present attitude that the exchange is in the unfortun- 
ate position of being “they” when something happens to the market— 
“they” did this, or they did that, which affected the market adversely. 

The exchange represents people of both sides of the market at all 
times. And many, many producers in Maine use the facilities of the 
exchange and a good many are actually members. 

As to the number one, overplanting—outside of direct Government 
support which I don’t think the Maine grower wants, there is no 
other method whereby a grower can determine before he is committed 
what price he might get for a portion of his crop. This is, to me, a 
tremendous advantage. 

To argue that overplanting is encouraged by the uses of the ex- 
change, to me, cannot be supported when at the same time the Farm 
Home Administration finds it necessary to lend something over a 
million dollars in Aroostock County, Maine, for the production of 
potatoes. Credit facilities as such are available. 

To say that one influences acreage any more than the other is 
probably mathematical. It could be that the hedging does increase 
acreage to some extent but it increases the acreage of a man who is 
conservative and one who wishes to protect his investment. 

On the other hand, it could be argued that the Farm Home Admin- 
istration loans in Aroostock County also increase acreage, at the same 
time offer no protection whatever to the grower as to whether he is 
going to be able to pay that loan. 

Mr. Krya. You do state then that the availability of all of the 
Farmers Home Administration money tends to increase potato 
production ¢ 

Mr. Ropertson. I say it can be argued as well on that point of 
view, if it is going to be argued on the point of view of the exchange, 
any credit facilities tends to increase acreage. 

Mr. Kine. It is quite logical that it does tend to increase acreage ? 

Mr. Roserrson. It is bound to. 

Mr. McIntire. May I make a point there? 

I am inclined to think for the record we ought to be using the 
word “sustaining” rather than “increased acreage”, for the simple 
reason that you and I both know 

Mr. Rosertson. I am perfectly willing. 

Mr. McIntire. That in the crop of 1953, the Farmers Home Ad- 
ministration cut their acreage 15 percent that year. 

Mr. Roserrson. Yes; I think they increased the number of clients. 
So the acreage result was high. 

Mr. McIntire. It was a matter of assisting in sustaining acreage, 
rather than an overall increase—I think in fairness to you to use 
that word. 

Mr. Rosertson. I think that is right. 

Mr. Kine. You also recognize that the Farmers Home Administra- 
tion loans are of that type, not backed by security, which means 
that if that money were not in there the potatoes would not be planted, 
not even the 85 percent you refer to? 

Mr. Ropertson. I couldn’t answer that question. 

Mr. Kine. You know that is true. 
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Mr. Rosertson. But I do contend that any form of credit in- 
surance that is used by a grower perhaps might tend to allow that 
grower to grow an acre of potatoes that otherwise he could not. I 
think it is his right, if he can finance it and do it to his own ad- 
vantage. I think it would be wrong to deny a grower any of the 
credit facilities that are available to him and to say that he should 
be denied the opportunity of hedging his crop and should only be 
allowed to go in debt with no protection against price, I think it 
wrong. 

Mr. Kine. You must admit, however, that that sort of commitment 
before planting time is pure guessing on the part of everybody? 

Mr. Roserrson. Unquestionably ; yes, sir. 

Mr. Kina. Therefore, the moment the market gets above pro- 
duction and delivery cost, it is a big support of production ? 

Mr. Honmmnnon.t Uhitke it could be argued. 

Mr. Kine. In the case of Maine, it has proven to be too much 
production. 

Mr. Rozertson. I won’t argue that point. 

I would like to draw an example. 

I think it would be just as logical to say that the advent of fire in- 
surance has increased the number of fires. 

I don’t think any farmer willfully plants a surplus of potatoes. If 
he takes steps to see that he is protected, then he is taking out fire 
insurance on the barn, but will not burn it down. 

Mr. Kine. A proper parallel would be that it encourages the 
building of barns, not the increase of insurance. 

Mr. Rosertson. I won’t argue on that point. I feel very strongly 
that to deny a grower any of the facilities that are available to him 
is not good administration. 

The second complaint has been largely to the effect that prices are 
depressed due to a concentrated delivery point. This is, in my estima- 
tion, like Mark Twain’s death, that it has been greatly exaggerated, 
as the record will prove. 

True, the contract calls for delivery at Harlem River. The 
number of cars that are delivered is very, very small. And in the 
Jast 2 years there has been no occasion, to my eas of anything 
but an increase in price after the advent of some deliveries on the 
exchange. That has been caused by the market condition. 

The exchange accepts no credit for anything of that nature. In 
fact, the exchange makes no prices, as you know. The market has 
been in favor of the long side at that particular time, so the market 
went up. 

Had he market been in favor of the short side, and those same 
deliveries had been made and the market had gone down, the blame 
would have been put on the exchange and the number of cars delivered. 

Mr. McIntire. On that point, do you not think, though, that the 
rumor—and there are rumors and I am sure that they are probably 
part of the market, too, good or bad, as that may be—but the fact 
that there is but the one delivery and there are rumors that prevail 
of the quanity of delivery that is going to be made, with some of that 
seabialily being malice aforethought on the part of some who are in 


a relatively difficult position, and the very fact that you can move 
those rumors within the framework of the delivery requirement; all 
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this has a bad effect on the market, and this would be substantially 
neutralized if you had multiple-delivery contracts? 

Mr. Rosertson. Mr. McIntire, I would say this, that the effect of 
possible deliveries on the exchange in the past has been much greater 
than itisnow. The reason for that, in my opinion, is that the exchange 
has come of age. It has developed into a much stronger vehicle than 
it has in the past. 

I think there have been occasions when there was just criticism in 
regard to what might have happened due to exchange trading. Like 
anything else, I think it has improved considerably with its intelli- 
gent use. And it is being used so universally by the potato trade now 
that those things are not as easily possible as they were, because the 
minute that a car of potatoes appears on the New York market a 
nickel less than the market, there is a buyer for it. This is a nickel 
business, as you weil know. 

Mr. McIntire. That is right. 

Mr. Rosertson. At no time are bargains allowed to stand around. 
Therefore, in my opinion, it creates the offsetting factor that supply 
and demand makes the price. 

The third question with regard to manipulation is one that has 
already been covered very thoroughly. Mr. Watts made a statement 
that you cannot legislate against sin. You cannot stamp it out. 

Of course, that is, undoubtedly, true. No market, whether it be 
futures or spot or any other kinds of market, is free from the attempts 
of unscrupulous men to influence them to their advantage. 

It is very evident, however, that any attempts in this regard have 


met, first, with no success ; and second, with severe losses and penalties. 
In this one ae I would like, perhaps, to clear up one point. 


It seems as though the question of selling short has become mis- 
understood. I may be wrong in this but to me the most strong influence 
in a market is its short commitment. There is nothing can happen to 
a market that will strengthen it any quicker than a heavy short com- 
mitment. Tome it is obvious. 

As soon as a man has created a short position for himself and while 
he is doing it, he is not trying to drive the market down. He is trying 
to drive the market up, in order that his sales will be made at the highest 
possible figure. Then he has become a potential—in fact not only po- 
tential but a necessary buyer. He must buy potatoes, either in terms 
of contracts on the exchange or in terms of actual potatoes to fulfill 
his contract. Therefore, he has created strength by the fact that he 
is short of the market. 

I think that is a fundamental rule of economics. 

The fourth question was with regard to the fact that the facilities of 
the exchange are not available to all. 

I believe the testimony from banking people in Maine, refuted this 
testimony. The facilities of the exchange are available to all people 
who have proved themselves to be worthy of doing business with, let 
us put it that way, not even worthy of credit, but worthy of doing 
business, they can use the facilities of the exchange. 

Asa coauaber of the industry, I wish to emphasize that point very, 
very thoroughly because it is so. 

he fact that some — have said they are not available to them 
is, in my opinion, wrong. It should be corrected. 
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Tn conclusion, as a member of the exchange and as one who makes his 
living in the potato business in Maine and who has the interest of 
the potato business at heart, I sincerely hope that no difficulties will 
be put in the way of a Maine grower using the facilities of the 
exchange. 

Mr. Kine. I did not quite understand your statement there about 
a short being in a bullish position in the market. I understand when 
he is short he becomes a potential buyer at sometime and he has to 
cover. 

Mr. Rosertson, He must always cover. 

Mr. Kine. But he is not looking for a chance to pay higher prices 
to cover his commitments ? 

Mr. Rosertson. That is true, sir. 

Mr. Kine. Therefore, all of his influence will be toward depressing 
the market ? 

Mr. Roserrson. After he has made the short commitment. 

Mr. Kine. Did you ever hear of the short on the telephone talk 
about the bullish factors in the market when he is talking generally ? 

Mr. Ropertson. Yes, sir; while he is making his position, he wants 
to sell his short position at the highest possible price. So, therefore, 
he would, I sia imagine, want to have the market go up, while he 
is making his position. After that time, if he is unscrupulous, nat- 
urally, he will do everything he can to depress prices. And then buy 
in his contracts at cheaper prices. 

But, Congressman King, this is a big country and the produce 
business is full of smart people and they do not allow people to make 
short commitments at high prices and cover them on low prices unless 
the market is in that direction. 

Mr. Kine. I know a lot of those smart people. I think they are 
just smart enough to play a little game at it once in a while. 

Mr. Rozerrson. It is, obviously. 

Mr. Kine. For their own interests. 

Mr. Rosertson. It has been tried. So far I haven’t seen anyone 
successful. 

Mr. Kine. How much has been the bad effect from those various 
attempts ? 

Mr. Roperrson. In my opinion, sir, any attempt to raid the market 
on the short side that is unsuccessful is always beneficial to the grower 
because it raises prices artificially. 

I abhor any artificiality at any time in the market but if it is going 
to be artificial, I would rather see it on the upside. 

In my opinion, the trading on the exchange has not worked to the 
disadvantage of the potato industry—quite the contrary. 

Mr. Krne. Would you repeat everything that you have said in de- 
fense of futures trading in onions in Chicago? 

Mr. Rosertson. I do not know anything about futures trading in 
onions, sir. 

Mr. Kine. They are a little more perishable, at least, than potatoes. 

Mr. Rosertson. I do not even know very much about onions, except 
to eat them. 

Mr. Kine. The fluctuations in price have been wilder, so to 


speak 
Mr. Rosertson. I believe so. 
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Mr. Kine. In onions than in potatoes. 

Mr. Rosertson. I should not even voice an opinion in regard to 
onions, but I will stick my neck out to this extent and say that, in 
my opinion, the fact that onions are now regulated under CEA rules 
will prove to be a benefit. I do not know whether that has had time 
enough for that effect, but it will definitely prove it. I belive it has 
been subject to abuse. 

ss mene. You mean by that any restrictions put on would be ben- 
eficial ¢ 

Mr. Rosertson. It would seem so. That could be argued. 

Mr. Kine. To the point of elimination ¢ 

Mr. Rosertson. Well, that is not my opinion. 

Mr. Grant. Mr. McIntire has one observation. 

Mr. McIntire. I want to say that we are very happy, Gordon, that 
you could join in on this hearing here. I appreciate that you have 
come a long way. I am conscious of your interest. I, certainly, am 
hapy that you were able to be here, not only to participate, but to 
listen to some of the hearing this morning. 

Mr. Rozertson. Thank you very much. 

Mr. Grant. Thank you very much. 

We stand adjourned until 10 o’clock tomorrow morning. 

(Whereupon, at 1:10 p. m., the committee adjourned, to reconvene 
at 10 a. m. Friday, May 18, 1956.) 
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FRIDAY, MAY 18, 1956 


Hovse or REPRESENTATIVES, SPECIAL SUBCOMMITTEE ON 
Furoures TRADING IN PertsHABLE COMMODITIES, 
CoMMITTEE ON AGRICULTURE, 
Washington, D.C. 

The special subcommittee met, pursuant to notice, at 10:05 a. m., in 
room J310, New House Office Building, Hon. George M. Grant 
presiding. 

Present : Representatives Grant (presiding) and McIntire. 

Also present : Representatives King and Ostertag. 

Jchn Heimburger, counsel; and Francis M. LeMay, staff member. 

Mr. Grant. The subcommittee will come to order. Our first witness 
this morning is Mr. O. W. Olson. Will you have a seat, sir. 


STATEMENT OF 0. W. OLSON, FORMER PRESIDENT, CHICAGO 
MERCANTILE EXCHANGE, CHICAGO, ILL. 


Mr. Oxtson. Mr. Chairman and members of the committee, my name 
is O. W. Olson. I have been asked by the president of the Chicago 
Mercantile Exchange to poet before this committee and testify 


concerning the background of the Chicago Mercantile Exchange 
because I happen to be the first elected president of the Chicago 
Mercantile Exchange, and was also the one who proposed to the board 
of directors that we start trading in futures onions. 

Mr. Kine. What is your firm’s name ? 

Mr. Otson. I was employed by the Chicago Mercantile Exchange. 

Mr. Kine. Are you now a member ? 

Mr. Orson. I am retired. 

Mr. King. You are retired ? 

Mr. Otson. Yes; in 1953. 

Mr. Kine. I thought you were connected with one of the important 
brokerage firms ? 

Mr. Orson. I have been; I was. 

Mr. Kine. What firm was that? 

Mr. Orson. E. A. Pierce & Co. 

Mr. Kine. That is the one I was thinking of. 

Mr. Oxson. Prior to 1919 we had in Chicago an exchange called the 
Chicago Butter and Egg Board. The trading on that exchange was 
principally in cash commodities. There were, however, some futures 
contracts made between individuals, by which some parties sold and 
other parties purchased eggs or butter for futures delivery. 

Because so many of these contracts were not consumated during the 
war and because there were no deposits placed anywhere to guarantee 
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these contracts there were several members of the Chicago Butter and 
Egg Board that decided to organize another exchange called the 
Chicago Mercantile Exchange in order to be able to sell futures and 
have an organization that would guarantee the contracts, because 
deposits were made on each contract. 

o the Chicago Butter and Egg Board’s name was changed to 
Chicago Mercantile Exchange. 

I was president of the Chicago Mercantile Exchange during 1920 
and 1921, and a member of the board of governors from that time 
until 1939, with the exception of 1 or 2 years. So I sat in on every 
board meeting during that period of time. 

In 1939 I was employed. by the Chicago Mercantile Exchange 
as assistant business manager, 1943 as business manager, and my title 
was changed after that to executive vice president and president. 

I served as president until 1953. 

When we opened trading in futures egg contracts and futures butter 
contracts, there was a good deal of opposition on the part of the people 
in the dairy and poultry industry. They felt that we were usurping 
some of the things which they had some control over. 

They felt that fers a futures market which would be a broad 
market, which would give everybody in the country some information 
about the commodities and about prices, that it might be detrimental 
to their business. 

I spoke at various conventions, State conventions of the butter and 
egg people during the early twenties and we tried to educate them. 
I think we succeeded because today anybody in the egg business or 
the butter business when there is futures trading in butter—there is 
not now because of the Government support price—I don’t think any- 
body would want to continue business in the egg or butter business 
unless they had a futures market. 

During this time exchanges were continuously made in the form 
of contract, the specifications of the contracts. Conditions changed. 
Methods of transportation, methods of packing, methods of grading, 
better methods of merchandising, all made it compulsory for the ex- 
change to change their rules to meet these new conditions. 

And a good many changes were made. There is one thing, however, 
that I want to call your attention to, that whenever the board of gov- 
ernors of the exchange—and I have attended all of the meetings prior 
to 1939, except for 2 years, and all of the meeting that I was present, 
I may have been absent at a meeting or two from 1939 until 1953— 
and I do know that the board of governors of the Chicago Mercantile 
Exchange were very careful about changing contracts that would be 
inequitable. 

In other words, the exchange has to take into consideration not one 
side of the contract, but the seller and the buyer side. The contract 
cannot specify a grade that is too high, because then it would be im- 
possible to make deliveries. It cannot make specifications that are 
too low because then there would be no buyers. 

And so the exchange practically used this measure, this method, 
that in any Seay that is traded in on our exchange approxi- 
mately 75 percent of the production is in such quality that it can be 


delivered on the contract. If it was 100 percent, it would be too 
high ; if it was 50 percent, it would be too low, of course. 
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Mr. McIntire. May I ask a question there? 

Mr. Otson. Yes, sir. 

Mr. McIntire. Why do you relate that to a percentage of the pro- 
a why don’t you relate it to the grades prevailing in the market 
place 

Mr. Orson. That is what I meant to say. That 75 percent of the 
commodity produced will pass the inspections of the contract, the 
specifications of the contract. 

Mr. McIntire. Yes; but my point, I think, is still valid. Why do 
you relate that to 75 percent of the total production and not relate 
it—or are you saying by the same token that that makes it in relation 
to the grades which are normally traded in in terminal markets? 

Mr. Orson. What I meant to say was—— 

Mr. McIntire. It is about the same thing. 

Mr. Otson (continuing). That the specifications that are promul- 
a or adopted by the board, will take care for delivery of about 

5 percent of the commodity. 

Mr. McIntire. Thank you. 

Mr. Kine. Mr. Olson, I hesitate to interrupt, to start the argument 
now, but does not that specification automatically bar both onions 
and potatoes? 

Mr. Otson. No, I think not. 

Mr. Kina. You would not say that 75 percent of the onion produc- 
tion of the country-—— 

Mr. Orson. I am talking about yellow globe type onions. 

ae Kine (continuing). Could be delivered on the Chicago Ex- 
change. 

Mr. Orson, I think so. 

Mr. Kina. Of the onions of the country ? 

Mr. Oxson. No; I say that those are the yellow globe type onions 
which are harvested in the late summer, northern grown. 

Mr. Kine. That might be. After all, your specifications are drawn 
on a comparatively small percentage of the total onion crop of the 
country. The total onion crop of the country is affected and con- 
trolled by your trading, but that trading is restricted to a small por- 
tion of the total crop. 

Mr. Oxson. I don’t think 75 percent of the yellow globe type onions 
that are produced is a small percentage of that particular type. 

Mr. Kine. No; it is not. 

But this 75 percent rule may be important in handling of your 
trading, but the effect of trading in that pertionien type of onion is not 
limited to that particular type of onion / 

Mr. Ouson. That may be true. 

Mr. Krne. It spreads its influence over the whole production of 
the country. 

Mr. Oxson. Well, whatever the influence on yellow and on any 
other type of onion, Texas Bermudas, I couldn’t answer as to that. 

Mr. Krina. Go ahead. 

Mr. Oxson. In 1942, one of the onion growers came into my office 
and suggested the possibility of trading in onions. 

Mr. Krna. What year was this? 

Mr. Orson. 1942. And we made some research studies as to the 
total production and so forth, the market on onions prior to that 
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particular time. I saw that there was large variation in price durin 
the course of a year, and that the prices apparently were affected an 
dictated by supply and demand and felt that this commodity was a 
commodity that needed futures trading because there was a risk in 
the ownership of the onions. 

There had been wild, that is, large variations in price in years 
prior to 1942. 

I attended a convention of the National Onion Association. It was 
called by another name at that time, in a city in Ohio, and presented 
the subject of trading in futures contracts to the people at that time. 

And I am frank to say that just as in the matter of eggs and butter 
there was opposition to futures trading. 

We spent some time in s ne with them and showing them the 
advantages of hedging and the ability to insure themselves a profit 
above cost. And I think that for the first few years of trading on 
our exchange, the growers were usually on the short side with hedges, 
an ever-growing amount of hedges to their commodity. 

Mr. McIntire. If I could interrupt, could you pince in a little better 
focus what you mean in terms of the grower? Do you mean the 
shipper-grower; do you mean the grower who is only a producer 
of onions? Just who do you mean? 

Mr. Orson. I mean the man who is the shipper and the large grower. 

Mr. McIntire. When you use the term “grower”, you are taking 
into that definition generally the fellow who is the trader of onions 
as well as perhaps the producer of some onions in the production end ? 

Mr. Oxson. Yes. 

Mr. McIntire. I see. Thank you. 

Mr. Oxson. The question of grades I mentioned earlier. The 
standards we use are the Government standards, always have, and the 
inspections are made by the Government. 

Early in the history of our exchange we had a delivery point, only 
one, that was Chicago. But early in the history of the exchange we 
adopted the multiple delivery system and the same plan is in force 
on onions and has been for some time. 

So that any warehouse that meets the requirements for approval of 
the Chicago Mercantile Exchange may become an approved cold 
storage warehouse for delivery of onions. 

The approval depends on the condition of the warehouse, the 
temperature at which the onions are carried, the humidity at that 
particular temperature, how they are piled in the warehouse, how 
the records are kept on humidity and temperature, what provision 
there is for circulation of air around the onions, how that circulation 
is maintained, the type of rack which is used for piling the onions and 
the height to which they are piled. 

And any warehouse, cold storage warehouse I am talking about, 
that makes application for approval will be approved if they meet 
the specifications. 

I think one of the troubles that arose in the trading on our exchange 
was this, the people who hedged their onions, and I think there was 
an increasing use of it at times, became speculators on the market, 
too, buying fone positions, nullifying their hedge transactions. 


I think that a commodity like onions requires a futures market so 
that every producer, every person who is engaged in the onion industry 
may have a quick report on what the market is doing and that he is in 
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a position to sell at a price, if he does not want to hedge himself or 
does not have the finances, by which he is able to sell his onions at a 
price based on the futures market. 

In other words, I think the big trouble with the onion trade has 
been, and the reason for some of their objections, is this, that they use 
the futures market for speculation and not as a tool in their marketing. 

So many people have a wrong concept about futures trading because 
they think that is one additional method of marketing onions. A 
futures trading in a commodity should not and does not necessarily 
disturb the regular merchandising channels of that commodity, be- 
cause a hedge is protection just as long as the person wants that pro- 
tection. 

But whenever he desires to sell his actual commodity he may quickly 
purchase an offsetting contract and base his selling price on the price 
which he pays at that time. 

I think that they fail to use it as a proper tool. And I think they 
have a misconception about using it as a marketing channel. 

I heard somebody yesterday comment about the small amount of 
deliveries of onions. Every futures contract, every futures market, 
has a small percentage of deliveries. If that were not so, if there 
were large deliveries all of the time, then there would be no reason 
for a futures market. 

Mr. Kring. Would you say the proportion is about the same in onions 
as in wheat and grains? 

Mr. Orson. I think it is less. I think it is less. I noticed here— 
are you talking about deliveries now? 

Mr. Kina. Yes. Deliveries we recognize are very small compared 
to the total trading, and I think quite logically so. 

Mr. O1son. Here are figures prepared by the United States 
Department of Agriculture, by the Commodity Exchange Authority, 
and used in their hearings on limits of trading in onions. 

Here are contracts settled by delivery as percentage of volume trad- 
ing during the life of futures maturing im a crop year for the com- 
modity shown below on the principal markets for the crop years 
1952-53, 1953-54, and 1954-55. 

In 1952-53, onions, 1 percent; potatoes, eight-tenths of 1 percent; 
wheat, 1 percent; cotton, seven-tenths of 1 percent; wool tops, 2.2 per- 
cent; eggs, 1.2 percent. 

The other 1953-54, 2.7 onions; wheat, 0.7 ; cotton, 0.7; wool tops, 2.5; 
eggs, 0.5. 

1954-55 : onions, 1.2; potatoes, 0.7; wheat, 0.4; cotton, 1.6; wool tops, 
1.5; eggs, 1.1. 

Mr. Kine. That answers the question. 

Mr. Oxson. I think that is all I have. 

Mr. Grant. We thank you very much. 

Mr. Ouson. Thank you. 

Mr. Kine. Mr. Olson, you talked about the initiation of butter and 
egg trading back in the early twenties, and you said that there was 
objection at the time. 

How long did it take you to sell the butter and egg trade on the idea 
of futures trading? 

Mr. Otson. I’d say 7 or 8 years. 

Mr. Kine. When did you actually begin futures trading in 
onions? 
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Mr. Orson. 1942. 
Mr. Kine. 14 years 
Mr. Orson. Very small volume at that time. 

Mr. Kina. Have you made any headway in selling the onion indus- 
try on the idea of futures trading in 14 years? 

Mr. Ouson. I think there are a great many people that are sold 
on the idea of hedging onions. 

Mr. Kino. A great many people? 

Mr. Oxson. A great many. 

Mr. Kine. But not the growing interests? 

Mr. Otson. How is that? 

Mr. Kine. Not’ the very large percentage of the growing interests? 

Mr. Otson. I don’t know. 

Mr. Ktne. Ninety-five percent of the grower industry of the United 
States objects to futures trading in onions. We hear that ae 

You were trying to draw a parallel that in the beginning there was 
objections to butter and egg trading. You say it took you 7 or 8 years 
to convince that industry that futures trading was a good idea. 

Mr. Orson. When I say 7 or 8 years, it may have been longer. I 
am not definite about that. 

Mr. Kine. At any rate, you have been working for 14 years on 
futures trading in onions and you have not made much headway in 
selling the grower ? 

Mr. Orson. I can’t answer that question. I think the increased 
volume—I know that until 1953, and I am sure it correct after 1953, 
the hedging sales were increasing. 

Mr. Krne. But still a very small percentage of the proportion ? 

Mr. Otson. I can’t answer the question as to what percentage it is. 

Mr. Kina. A small percentage of the total, I mean? 

Mr. Oxson. I don’t know whether some of the people who are in 
that 95 percent may use the futures market now. 

Mr. Kino. I think there are plenty of people who trade in futures 
who object at the same time to the basic idea, and believe it an evil. 

Mr. Orson. I am wondering why they use it then. 

Mr. Kina. They have the same spirit as all of the rest of the gam- 
blers, they like to gamble. 

You mentioned the fluctuations that existed in the onion market 
before futures trading, as being rather erratic. One of the reasons 
that you considered in establishing futures trading was the erratic 
trend of the general trade market. 

Has the onion market been any less erratic since you have been 
trading in futures than it was before? 

Mr. Orson. Do you mean by erratic, daily fluctuations, or do you 
mean the large fluctuations over a season ? 

Mr. Kine. I mean basically the large ones, the so-called big and 
sudden changes in values and precipitous drops from the height to 
the bottom. 

Has it been any better in futures trading than it was before? 

Mr. Otson. I think so, because I think the prices had a larger range 
in the cash markets prior: to 1942. 

Mr. Kino. Did you ever know onions to be worth 10 cents a bag in 
general wholesale trading before the futures market existed ? 

Mr. Orson. I have heard of a lot of onions being dumped, having 
no value whatever. That is prior to futures trading. 
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Mr. Kine. I think that is possible in any perishable item, because 
of the perishable nature of it, but the market is never that low for 
gradable onions. 

Mr. Orson. I do not—here is another chart prepared by the United 
States Department of Agriculture Commodity Exchange Authority, 
showing the average monthly price received by farmers on all onions 
in the United States, from July 1929 to December 1955. 

I see that taking the average of monthly prices, this is what the 
farmer received—the lowest price is 38 cents in the year 1929 to the 
crop year 1941-42. 

or the period 1942 to December 1955, the lowest price average, 
monthly prices, was 76 cents. 

Mr. Kine. We all know that fresh vegetable market has high and 
low prices. It is more or less normal because of the nature of the 
commodity. 

But I make the point that one of the considerations in your going 
into futures trading in onions was the irregularity of the market 
before, implying that futures trading would tend to steady that 
market. As a matter of fact, after 14 years of experience, I believe 
that the onion market has had more high points and low points 
and precipitous drops from the top to the bottom than it ever had 
before the futures market was established. 

Mr. Oxson. Well 

Mr. Krna. It will take a lot of statistics to prove that. 

Mr. Orson. I will tell you my opinion about the market going to 
10 cents. The people who sold onions at 10 cents—and I don’t know 
how many cars were sold, whether few or many, because I haven’t 
seen any figures—are onions that were sold by people who were either 
long the actual commodity or were long the futures market. 

And they had a lot of opportunities to hedge their onions, and if 
they still owned the onions and had them hedged they could buy in, 
either the cash, if they sold at 10 cents a bag, or the futures market. 

In other words, the man who is unhedged is the man who took a loss. 

Mr. Kina. I could see that that is possible, all right. 

Who did lose all of the money when onions dropped this spring 
from up close to $3 ? 

Mr. Dison. I don’t know what the high price was. I haven’t kept 
in close contact for the last 3 years. 

Mr. Kine. From about $2.75 and dropped to 10 cents. Who lost 
all of that money ? 

Mr. Orson. The people who were there, the speculators who were 
ong. 

Mr. Kina. Those who had poor judgment as to what was going 
to happen. 

Mr. Oxson. That is right. Or the people who owned onions and 
were long without a hedge. 

Mr. Kine. Of course, when the market dropped there were not a 
great many onions still in the hands of growers, were there ? 

Mr. Oxson. I don’t know. I couldn’t answer that question. 

Mr. Kine. The terrific loss to the grower industry, of course, is 
not represented by just who lost on that speculation, the final specu- 
lation that drove the market down. It was all of the onion shippers 
of the United States who were holding onions not tradable on the 
market, who had to go to market, the regular market, through whole- 
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sale channels with their product, when the futures market had driven 
the market down to that disastrous level. 

Mr. Orson, Well, the futures-market is down for 1 or 2 days 
around those prices—I am not sure, I think now. These other people 
were carrying onions, the cash market apparently must have been 
low, too, if they took a big loss, must have been a case of supply, large 
supply it must have been. 

Mr. Kine. Oh, yes, but the question would be, if the futures market, 
with its previous high levels encouraged the holding of these tradable 
onions in storage until it was too late to ever move them into consuma- 
tive channels, what was the influence of the futures market ? 

I know with all of the hearings we ever will hold we will never 
determine exactly what the trend of the market was compared to 
what it would have been if we had not had futures trading. 

There is, however, in the erratic action of the futures market, the 
chance for believing that it was the futures trading, the gambling, the 
speculating there among traders almost completely outside of the 
grower group, which caused this unreasonable holding and the final 
collapse of the market right in the face of the big Texas deal which 
has to go into consumative channels at that time of the year. 

Mr. Orson. Isn’t that an argument that the growers should find 
means of hedging onions every year? 

Mr. Kine. You won’t accept Texas onions. You will accept on 
your contract only a small percentage of the total onion production 
in the United States. 

Mr. Orson. The one reason, of course, on Texas onions and some 
of those onions, and I am not an onion expert—I think I know some- 
thing about futures trading but not about onions 

Mr. Krne. You can see this point in the field of butter. Butter is 
butter, and you will accept it no matter where it originates. 

Mr. Otson. Sure. 

Mr. Krnea. That is not so on onions. 

Mr. Orson. We have had a contract on sweet Spanish onions but 
the people didn’t use the contract, that is, use the market. 

I think one reason why Texas onions are not a tradable commodity 
is the fact that they are not storable. The season is short. They may 
be affected by the price of onions but—you say the futures market. 
1 am saying the cash markets on onions and on yellowglobe type. 

Mr. Kina. I do not have any further question. 

Mr. Oxson. I think the matter has come up—in fact, I remember 
it has—about Texas onions and if there is any demand or if we felt— 
we had a feeling that it was not a tradable—that is, prior to 1953— 
not a tradable commodity. 

But if it is, I am sure the Chicago Mercantile Exchange will be 
able to open a contract on Texas onions. 

Mr. Kina. It is not tradable because of the more perishable nature 
of the Texas onion. But that only highlights the whole argument 
against the perishable nature of onions, including those that you do 
accept, because in all of your own arguments, or all of those arguments 
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Certainly, in your onion deal it is not broad. But on the matter of 
perishability, the question which you and all exchange people raise 
in arguing on futures trading is that you recognize ‘the factor but 
you draw the line just below these particular onions that you accept, 
and you won’t go any further on that point of perishability. 

Mr. Otson. I heard a man yesterday 

Mr. Kine. And you do not thereby enc ompass the whole onion in- 
dustry. If you could encompass the whole onion industry here, you 
would not have large segments of the industry that are outside of 
this deal complaining about the bad effect of futures trading on their 
deal. 

Mr. Otson. If I may suggest this, that if other onions are affected, 
the yellow sweet Spanish or Texas onions or any other commodity like 
that, onions, if they are affected by the price on yellow globe type, 
I think they are a means of hedging in the yellow globe type onion 
if the market fluctuates simultaneously with the other commodity, the 
other onions. 

Mr. Kine. Yes, I can see that possibility of hedging, but your fig- 
ures have never disclosed that actual grower hedging is a factor in the 
volume of your trading. 

Mr. Orson. Well, I ‘think the business can still increase, the hedging 
can still be increased and I think it will be. 

Mr. Kine. I think most anybody would admit the legitimacy of 
pure hedging transactions but there are so few of them in the futures 
market that you could say they are of very little consequence. 

Mr. Orson. I don’t think that is any reason for condemning the 
exchange because there are few hedging sales. If the people in the 
industry feel that they can get along without it and are protected and 
so forth and know what the market is, they don’t have to use the hedg- 
ing market. We offer it as a means of protection, insurance, for them. 

if they use it, I think they can use it advantageously. 

Mr. Krvg. I think you are right. You offer that, but you also offer 
the chance for just pure gambling and speculation which is largely 
in the hands of fellows who always want to manipulate, want to influ- 
ence the market in behalf of their own interests. 

Of course, most everybody wants to see prices high except the fellow 
who might have a very definite interest in lower prices. 

Mr. Otson. My observation has been that any attempt at manipula- 
tion does not succeed eventually, unless that is the natural tendency 
of the market. It may for a short period of time influence the market. 

Mr. Kina. The evil lies in the temporary distortion, not in the 
eventual consequences to the fellows who had bad judgment, because, 
certainly, there are plenty of ways to gamble in this country where 
if your judgment is not right you lose money and pay the penalty. 

But we are talking here about the influence of gambling, upon a 
board agricultural industry in this country, and it is maybe just a 
temporary distortion which is bad. It throws the legitimate consum- 
ing buyers, terminal market wholesalers and distributors entirely off 
the beam, so to speak, in their buying. 

They have got to follow the board now. You used to have, without 
futures trading, a market that was based on the collective judgment of 
buyers as against the collective judgment of the sellers. 

Mr. Orson. Then one side or the other was wrong at that time. 
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Mr. Kine. But certainly, the distortions that have been evident in 
the market, even temporarily, can have a very bad effect upon the 
general grower and the trade wholesaler who is not gambling, but 
trying to conduct a legitimate distributing business, putting onions 
into consumption. 

Mr. Grant. Thank you very much for your statement. 

Mr. Kine. Thank you. 

Mr. Grant. The next witness is Mr. E. B. Harris. 


STATEMENT OF E. B. HARRIS, PRESIDENT, CHICAGO MERCANTILE 
EXCHANGE, CHICAGO, ILL. 


Mr. Harris. Mr. Chairman and Congressmen : 

My name is Everett B. Harris, 412 North Ashland Park Ridge, a 
suburb of Chicago, Ill. 

I am, and, since Mr. Olson’s retirement June 1, 1953, have been 
president of the Chicago Mercantile Exchange. 

Prior to that for over 4 years I was the secretary of the Chicago 
Board of Trade, the Grain Exchange, which has an elected president, 
and the secretary is the administrative officer. 

Both of these organizations are chartered by the State of [Illinois 
as markets, for cash and futures, for agricultural and other commodi- 
ties, and operate under the supervision of the Commodity Exchange 
Authority of the United States Department of Agriculture. 

Mr. Kring. Mr. Harris, you are not a broker in the sense that you 
personally trade? 

Mr. Harris. No; I think that point might be well clarifield here. 

Yesterday you heard from Mr. Watts who was at one time president 
of the New York Mercantile Exchange. He referred at times to the 
business manager. He told you that he, Mr. Watts, could not see 
peoples’ positions. 

For example, on that one large position he should not have known 
who the person was unless he knew it through rumor, which was 
_ possible. But the business manager there would have access to 
that information. 

In my case, at the mercantile exchange, I am a paid officer. I 
cannot trade. I am affiliated with no firm. And I am in a sense the 
umpire at whom pop bottles are thrown. 

Mr. Kine. You are both the president and business manager ? 

Mr. Harris. That is right. 

Mr. Kine. You are not a trader ? 

Mr. Harris. That is right. 

Further identifying myself, I do want to say that I, with the ex- 
change, and I speak for the membership, we appreciate the fact that 
not only that you have had these hearings, that you are studying this 
problem, but we appreciate the objective way in which they have been 
conducted by Congressman Grant here, in recent days, and by his 
colleagues and Mr. McIntire in Chicago. 

I have rather mixed feelings about the hearings. I am glad, of 
course, for any vehicle—and this is one of the most effective we have 
ever had to allow us to try to explain to the people, and, particular] 
to the industry, what this market is for and how it should be used. 

And I think Mr. Olson—I think you will agree—did a good job 
onthat. Iwish I could do as well. 
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One other thing I like about these hearings is that perhaps they 
can pull this controversy—and unfortunately it has deteriorated into 
that—a controversy between onion growers, led primarily by onion 
shippers and larger people, and it has gotten to where there has been 
more heat than light recently, I think—and if anything can be done 
to bring it into an area of thoughtful study, and taken out of this 
area of name calling, I think a very good purpose will have been 
served. 

I would like to think that we were not guilty in this but perhaps 
do have some guilt. 

I think if I am prejudiced—and perhaps I am—that we were 
jockeyed into a position to where we have been painted as opposing 
onion growers. And I want to say now that after these hearings are 
over, or at any point, after today, if the onion growers, the National 
Onion Association, any of these other organizations, want to give us 
suggestions, criticisms, meet us, man to man, they will find that 
if we have been prejudiced in the past, we are very humble now and 
will be glad to meet them on any constructive moves that they wish 
to make. 

Mr. Watts yesterday dwelt on one thing, the idea of promoting the 
sale of products. I think it is a good idea. 

One of my colleagues brought along a thing that was in Chicago 
Tribune the other day which I think is very constructive, to help 
po the sale of onions, I would like to supplement that idea in 
this way: 

When we conduct a market, as Mr. Olson said, we as a market 
cannot say that onions are going to be worth a lot, or a little. We 
have to be completely impartial, particularly the management of the 
exchange. 

But we do serve a great purpose inasmuch as we relate to this 
price my of ours, which is the rationing agent that we use for 
most of the commodities in this country. And it has worked pretty 
well for many thousands of years. tt has not always worked and 
has many difficulties. 

Isn’t it wonderful when prices drop and you push stuff out of 
storage into use, that an almost miraculous thing happens, as we 
will demonstrate today. Mr. Porter touched on it. You come into 
the thing with a clean start. 

How happy the cotton people would be if they could do that. How 
happy the wheat raisers, if they could take that stuff as Admiral 
Byrd suggested and store it at the South Pole for succeeding 
generations. 

In the case of wheat it would have caused after the glut subsequent 
to the war a great deal of painful hurting to the wheat growers and 
for that reason you gentlemen have seen that has not been done and 
you are trying to work that very difficult problem out. 

So much for that, and back to my testimony. 

Mr. Kina. May I interject here, that I think your idea of storin 
the surpluses at the South Pole is about as good a one as I have hear 
in this session of Congress. 

Mr. Harris. Thank you, sir. [ Laughter. ] 

Mr. Hermpurcer. And then throw away the map. 


Mr. Kine. Yes. 
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Mr. Harris. I grew up on a farm in southern Lllinois. My folks 
were Scotch settlers there very, very early. My father, grandfather 
and great grandfather all farmed down there since 1825. That is 
about 25 years before Chicago was a town. 

But like a lot of farm boys, I came finally to the city and thereby 
helped solve the problem of overproduction of agricultural commodi- 
ties which seems to be the farm problem. 

I obtained my A. B. degree at the University of Illinois and my 
master’s degree at the University of Chicago. 

I worked for the Federal Government for 11 years. And during 
most of this time was rated as an economist. 

I think that one of Mr. Baldwin’s friends probably told him that 
I was going to qualify myself as an economist and use some charts, 
because they got in one of those good economist jokes the other day. 

I taught economics at DePaul University and the University of 
Chicago for a long time. 

I have been a member of the American Marketing Association, the 
American Statistical Association, and similar organizations. 

Why do I say these things? Merely to say that I can make some 
minor claim to a little competency in the field of futures trading and 
also possibly in the larger overall area of the marketing of agricultural 
commodities. 

And that is a tough problem. It is well-known to all of you that 
this problem is getting increasing attention from Congress, the Depart- 
ment of Agriculture and innumerable other groups. That is as it 
should be. 

Now in this great area of mystery, marketing and distribution— 
and I know of no one in it who does not admit that we know very little 
of—there is one area that is more mysterous than all of the others to 
most people, that is the futures trading. That goes on in this country 
and in many, many other countries. 

It is least understood of the various marketing mechanisms and it 
has and will come in for its full share of investigation and study. We 
welcome this, as I said before. We feel that understanding replacing 
misunderstanding, confidence replacing fear and mistrust, great 
knowledge replacing partial knowledge, can only help our cause if our 
cause is right. 

And if it is not right and if this is a bad thing for the farmers and 
consumers of America, I, for one, when I believe that, will look for a 
third step to find another way of making a living. 

Truth, full disclosure of these facts, that we are getting, and intelli- 
gent analysis, are undoubtedly our best defense, perhaps, our only 
defense against the well-organized campaign currently being directed 
against us. 

And when I talk about this, I do not want you to feel that I am 
personally annoyed at Mr. Baldwin or Mr. Selby or anyone in this 
industry. I have good personal relations with them. I will do 
everything I can to maintain those, I believe they will agree. 

But in their zealousness to achieve there what they think is best for 
them, they have used half-truths and they have used misstatements 
and they have used the usual emotional type arguments typically 
used to get group action and incite hatreds. 

Therefore, we welcome these hearings and greatly appreciate the 
opportunity to appear before this important subcommittee which is 
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studying futures trading in perishable commodities. We have no 
fear of the fair judgment of the United States Congress. We want 
more and more, and not less investigation. 

I want to point out here that the Commodity Exchange Commis- 
sion consists not only of the Secretary of Agriculture, but also of the 
Attorney General, who has control of the Justice Department, and 
the Secretary of Commerce. 

Now, I would like to comment very briefly on futures trading in 
general prior to discussing perishable commodities specifically. 

First, I believe you will agree that all specific matters should be 
studied in the general framework of related subject matter. 

And secondly, I want to avoid falling into a trap of our clever 
opponents. 

Realizing that futures trading in cotton, grain, fats and oils, 
metals, wool, hides, and other commodities has proven its value 
over the years, they do not propose to abolish all futures trading. 
They are attempting to abolish trading in potatoes and onions by 
claiming that they are strangely different from other commodities. 
And there are, of course, individual difference among commodities 
just as there are individual difference among people, but in all cases 
the fundamentals apply. 

Worldwide today there is, of course, a tendency for price fixing 
and modifications of what we have called our free enterprise system. 
For good or ill, and time will tell, we have some of the tendency here. 

The attempt to stabilize prices artificially does naturally tend to 
curtail trading in all futures markets. It has had that effect in 
cotton and in the grains. 

As a matter of fact, if you didn’t have price supports today and 
corn was selling at maybe 50 cents, even for a week or two, while we 
washed it out and got ready for a new good year, there would be 
bills in Congress to abolish trading in corn. 

There have been many such bills. Corn is a perishable commodity. 
Tt is a matter of degree. Wheat will keep for generations, not corn. 

Mr. McIntire. On your reference to perishability, certainly it is 
not so classified in any legislation which defines the term “perishable.” 

Mr. Harris. Well, sir, I am not sure I see your poimt. I may. 

In legislation like the Steagall commodities, there have been classi- 
fications of certain commodities as “storable” and others as 
“perishable.” 

Mr. McIntire. No, no; Steagall commodities were only those out- 
side of the basics which were necessary in the war effort. 

Mr. Harris. My point is that in much of this legislation it has been 
necessary and helpful to assign various commodities to certain cate- 
gories, not always the same categories. 

Mr. McIniiee. Yes; my point is that there is your reference to corn 
as “perishable”—I think: it is without substantial support because, 
certainly, nothing in the degree of definition of perishability of com- 
modities under any legislation includes corn. 

If there is any reference to commodities which are very definitely 
not perishable, it includes corn in that reference, and not in the area 
of perishable commodities. 

Mr. Harris. I will grant that quickly in the case of those defini- 
tions. My point is this—I am glad you helped me clarify it—corn 
has to be treated very carefully, turned, ventilated, and so forth. 
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Nonetheless it will, after a few seasons, deteriorate. That is one of 
the CCC’s great problems today, and they are allowed to sell corn on 
danger of what we call going out of condition. You will notice in 
the hearings that a lot of that has been done. Your point is very 

ood. 

On May 29, week after next in Paris, France, a report highly favor- 
able to futures trading entitled “Legal Obstacles to the Operations of 
Futures Market” will be considered for adoption by the International 
Chamber of Commerce and then submitted to the Economic and So- 
cial Council of the United Nations with recommendations that gov- 
ernments take action to remove the obstacles to the operation of futures 
markets. 

And the conclusion of the report says in part: 


Any factor which tends to restrict operations on a futures market prevents 
that market from effectively fulfilling its task. 


In this connection, the point made in the resolution of the Wash- 
ington Congress of the International Chamber of Commerce, remains 
true; “the broader the market, the more efficient are the services ren- 
dered by it.” 

I would like to submit a draft of that for the record along with the 
letter of transmittal, if I may. 

Mr. Grant. Without objection that may be done. 

(The draft report and letter are as follows :) 


UnritEp STATES CoUNCIL oF 
THE INTERNATIONAL CHAMBER OF COMMERCE, INC., 
New York, N. Y., May 1, 1956. 
CHICAGO MERCANTILE EXCHANGE, 
Chicago, Ill. 

Dear Sres: The enclosed draft report on Legal Obstacles to the Operation of 
Futures Markets will be considered for adoption by the International Chamber 
of Commerce at a meeting in Paris on May 29, 1956. It will then be submitted 
to the Economic and Social Council of the United Nations with recommendations 
that governments take action to remove the obstacles to the operation of futures 
markets. 

We would like to be able to inform our delegates to the International Chamber 
of Commerce meeting later this month of the viewpoint of interested American 
groups on this report. Accordingly we would very much like to have any com- 
ments or suggestions you care to make on the enclosed document. 

Sincerely yours, 
Rosert C. BeerHam, 
Associate Director of Program. 


INTERNATIONAL CHAMBER OF COMMERCE—COMMISSION ON PRIMARY PRODUCTS AND 
Raw MATERIALS 


Meeting on May 29, 1956 
DOCUMENT 221/31, APRIL 18, 1956 


LEGAL OBSTACLES TO THE OPERATION OF FuTURES MARKETS—Drart Report Svus- 
MITTED BY MAITRE CAMILLE DENOYER, LEGAL ADVISER OF THE COMMISSION 


INTRODUCTION 


I. It would seem appropriate to recall at the beginning of this report the 
resolution on futures markets adopted by the Eighth Congress of the Interna- 
tional Chamber of Commerce ‘Washington, May 4-9, 1931), and in particular 


paragraph II, reading as follows: 

“The Congress recognizes the fundamental services performed by futures 
markets in the organised distribution of certain agricultural and industrial pro- 
ducts, namely : in correlating the world demand and supply; in making a world 
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price and keeping it uniform; in providing machinery for continuous trading 
by enabling a suitable price to be quoted for the commodity at any time; in 
minimizing and smoothing out price fluctuations; in discounting the impact on 
the market of forecasted supply and demand and in spreading over a long period 
the burden of distribution of a short-period agricultural harvest; in providing 
security which justifies the grant of liberal credit facilities by bankers; in 
making available at all stages of production, distribution and manufacture, 
a valuable safeguard in the shape of insurance against fluctuations.” 

Therefore, the Congress considering that futures markets are best equipped 
to devise rules of procedure, which will protect and promote the interests of all 
concerned, recommended inter alia that— 

“Futures markets should remain free from all forms of outside or even goy- 
ernmental interference.” 

II. On the basis of studies conducted from October 1954 to February 1955, the 
Commission on Primary Products and Raw Materials reached similar con- 
clusions, and was led to suggest that further research be made so as to work 
out those legal or administrative measures which might assist the creation, 
operation and development of futures markets. 

It will be remembered that the main points which emerged from the extensive 
ICC inquiry, to which various national committees contributed, were as follows: 

Futures markets still have a major part to play in the economy; 

To fullfil their task efficiently, futures markets must be as broad as possi- 
ble, i. e., they must be open to as large a clientele as possible, and prices 
must freely reflect the state of supply and demand; 

Such difficulties as were encountered before the second World War (plea 
of gaming, etc.) in the operation of futures markets have been removed 
to a large extent as a result in particular of the work of the ICC, which has 
helped to enlighten governments and, more generally, public opinion ; 

A number of administrative regulations enacted in the post war period, 
and not aplying exclusively to trading in futures, are, however, still in 
existence. They seriously hamper the operation of futures markets, which 
are thus prevented from rendering to businessmen and to the economy as 
a whole such services as might be expected. 

These present obstacles are the ones, which, at its meeting on 25th October, 
1955, the Commission on Primary Products and Raw Materials decided to study in 
greater detail, and we shall now review them on the basis of the reports sub- 
mitted by the following national committees: Austria, Belgium, Denmark, 
France, Germany, Greece, Netherlands, Portugal, Sweden, United Kingdom, 
and United States. 

III. From the results of the inquiry, it is apparent that there are three main 
obstacles to the reopening, operation, and development of futures market: 

Exchange regulations, 

Price and import regulations, 

Direct government interventions on the markets. 

IV. Exchange regulations: Exchange regulations do not in themselves en- 
tirely impede the creation and operation of the futures market. Generally 
speaking, those countries with exchange regulations have provided for excep- 
tions precisely in order to enable the operation of futures markets. However, 
such exceptions are not sufficiently flexible to be really effective, and exchange 
regulations therefore still seriously hamper futures trading. 

Exchange regulations have the following four effects : 


A. Exchange regulations prevent or restrict transactions 


These regulations can prevent a national of a given country from operating 
on a futures market in another country: Nationals of the country where these 
regulations are in force can be prevented from operating on a foreign market, 
or nationals of a foreign country with no exchange control can be prevented 
from operating on a futures market in a country where such regulations exist. 

Here, it should be observed that it is difficult for a futures market to survive 
if restricted to the nationals of the country where it is in operation, since as 
the Association Belge des Negociants Importateurs et Exportateurs rightly 
stresses in its report: 

“To be really effective, a futures market must be able to rely upon the maxi- 
mum number of regular operators, and the cooperation of foreign customers 
is therefore in most cases indispensable.” 

The Havre Chamber of Commerce reaches a similar conclusion : 
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“By refusing certain facilities, the Office des Changes has prevented the 
French market from developing into an international market,” 
and gives the following example: 

“In respect to our coffee market, it should be noted that the Office des Changes 
requires deposits in French francs from foreign operators, whereas the Caisse 
de Compensation would be satisfied with a bank guaranty. Likewise, the Office 
des Changes requires that margins be effectively remitted in francs whereas 
it would be sufficient for operators to have at their disposal in a given bank 
the counterpart in their national currency, so as to cover themselves against 
devaluation risks.” 

As a further example of the situation in France, we would mention that to 
enable residents in that country to operate on a foreign market, the Office 
des Changes permits the purchase of currency within, however, very narrow 
limits. Authorization is only given for certain markets, i. e., the New York 
and Liverpool Cotton Exchanges, it must be requested by members of the 
trade, for a limited quantity of goods (originally 100,000 bales, now 200,000 
bales), and with the moral commitment that the loss in currency shall not 
exceed $10 million. 

As a result of these limitations, which are much too strict, little use has 
been made of such opportunities as exist at present. 


B. Exchange regulations prevent arbitrage 


We shall quote from the report submitted by Mr. Jacques Reinhardt, presi- 
dent of the Association due Marche des Contons du Havre: 

“It has always been considered necessary for a futures market of a consumer 
eountry, which is the case of France as regards cotton, to be able to proceed to 
arbitrage operations on futures markets of producer countries, here in the case 
of cotton on the New York market. The possibility of arbitrage operations was 
one of the basic conditions laid down by Liverpool before the reopening of its 
own futures market for cotton. Moreover, it is also valuable for a futures 
market of a consumer country to be able to arbitrage on similar markets in 
other consumer countries and, as regards cotton, this would apply in particular 
to the Liverpool market.” 


C. Eachange regulations prevent imports for protection against “corners” 


Here again, we shall quote Mr. Reinhardt: 

“Let us first recall that a corner is an operation consisting in a speculator 
concluding a futures contract of bulk buying and to require that, on the expira- 
tion of the contract, delivery be made. Where, for one reason or another, the 
seller has difficulties in fulfilling his contract, he is compelled to repurchase 
the contract at a much higher rate. It should be borne in mind that French 
regulations at present severely restrict the importation of raw cotton and trans- 
actions after importation. 

“Since, at least, in the early stages of the operation of a futures market for 
cotton in France, there will probably be a relatively small amount of cotton 
available, it would be necessary, in order to avoid corners, to allow speculators 
to hedge at the outset, at any moment, so as to be able to fulfil their delivery 
commitments. This would imply a change in the present rules on the alloca- 
tion of cotton, and also that currency credits be readily granted by the Office 
des Changes to carry out such imports.” 


D. Exchange regulations prevent or impede exchange cover 


The protection afforded by futures markets is only effective if the arbitrage 
relates both to the commodity in question and to the currency in which the 
prices of that commodity are quoted. 

On the basis of available information, it would seem that as regards exchange 
regulations in relation to futures trading the situation is as follows: In the 
United States, no exchange regulations; in Belgium and in the Netherlands, 
currency is freely allocated for trading in futures; there are no difficulties 
resulting from British regulations; the possibilities are very limited in Ger- 
many, Austria, Denmark, France, and Italy, and do not exist at all in Greece. 

In conclusion to this section, we would refer to the concrete examples submitted 
by the Union Financiere d’Anvers : 

“Exchange regulations, i. e., those of the various institutes and boards in foreign 
countries, seriously impede the development and reopening of Belgian futures 
markets. The Antwerp Wool Exchange, which goes back to 1889, is far from 
having resumed its prewar activity. Transactions between Roubaix-Tourcoing 
and Antwerp, which were conducted on such a large scale before the war, 
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arbitrages, hedging, and reciprocal deliveries have almost been brought to a 
standstill. Operations of residents of the sterling area, in particular of South 
Africa, are also very limited by the difficulties and delays connectea with the 
transfer of currency. None of the other markets operating in 1939 have been 
reopened, mainly because of exchange restrictions.” 

V. Price and import regulations: As indicated above, to fulfill its task, a 
futures market must freely reflect the position of supply and demand, and the 
price of a commodity results precisely from the interaction of sellers and buyers. 
Thus, if the price of a commodity is regulated by the administration, this gives 
rise to an obstacle which, as the Havre Chamber of Commerce rightly states, is 
insuperable. 

The Association Belge des Negociants Importateurs et Exportateurs stresses 
that: 

“Any price regulation likely to affect quotations on futures markets distorts 
ipso facto the operation of these markets and leads to abnormal variations as 
compared with quotations in other countries. The futures market in question 
will then tend to dissociate itself from the foreign markets, and will thus involve 
the clientele in an additional risk, all the more dangerous since it is impossible 
to foresee future price regulations.” 

Import regulations are also an obstacle to the free operation of futures markets, 
particularly in the case of a market dealing in an imported commodity. 

“These markets cannot be opened unless import regulations are sufficiently 
flexible, to insure that futures sellers can back their sales with imports.” 

(Report of the Havre Chamber of Commerce dealing in particular with the 
futures market for cotton and coffee in Brazil.) 

Import regulations can also prevent a national of the country where they 
are in force from operating on a futures market for, in the case of a purchase, 
he may be obliged to resell his contract, whereas in certain circumstances, he 
might prefer actualy delivery, which he cannot expect to obtain without an 
import licence (example given by the German National Committee). 

VI. Direct government interventions on the market: One of the essential aims 
of a futures market; namely the quotation of a normal price for a given com- 
modity at any moment, can obviously not be fulfilled if governments—whether the 
commodity is sold by a national board or stockpiled by the public authorities— 
are able to intervene on the market at certain times through bulk buying or 
bulk selling operations. 

The British National Committee has given in its report a number of striking 
examples of government interventions on futures markets and of the harm 
resulting therefrom. Here are some of these examples : 

“Grains: Canada and Australia, both sell their wheat solely through their 
wheat Boards on a price ‘to be fixed’ basis providing a hedge for the greater 
part of the voyage. The usefulness of the Liverpool wheat futures market for 
hedging Australian wheat is vitiated by such sales. 

“United States sales of all grains are virtually controlled by the operations 
of the Commodity Credit Corporation (CCC), the export subsidies being adjusted 
from day to day. 

“The Argentine is in a state of change, but under the Peron government all 
grain exports were in the hands of the IAPI (Instituto Argentino de Promocion 
d’Intercambio). 

French wheat can only enter the world export market through a government- 
sponsored body, and by virtue of a government subsidy. 

“The German Government’s practice of issuing import licenses at intervals 
and the imposition of varying import duties remove most of the commercial 
reality from transactions by importers who would otherwise require hedging 
facilities.” 

The German National Committee likewise rightly stresses: 

“As long as cotton prices do not result from the free play of the law of supply 
and demand, but are artificially established by the Government, as in particular 
in the United States, a futures market cannot possibly enable businessmen to 
cover themselves against risks of price fluctuations.” 

Although subsidies granted by producer countries and price-support schemes 
do not, properly speaking, constitute a direct government intervention, they 
should be mentioned here as affecting the normal operation of futures markets. 
Here are some of the examples given by the British National Committee: 

“Complaints have been made by both the cotton and the metals markets of the 
effects of United States price-support policy, which may be subject to change 
and which consequently frustrates traders in their hedging operations. The 
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London Metal Exchange complains that the United States stockpile policy 
combined with its price support policy has deprived London of metal stocks and 
has restricted trading in the London futnres market. 

“In the cotton market it has been found that both American and Hgyptian 
futures markets are subject to influence by price support schemes. In the 
American market, the accumulated effect of several years of high price support 
has severely disrupted the effective functioning of the Liverpool futures mar- 
ket. The Liverpool market, being based on American cotton only, has fallen 
to prices well below equivalents in the United States with steep forward 
discounts. Maturing positions, as it becomes apparent that during their lifetime 
there will be no export subsidy, move upward toward the true importing parity 
while forward positions reflect fear of an export subsidy by the United States 
to force her cotton into world markets. Traders wishing to ‘hedge’ long 
positions are afraid to put hedges into Liverpool in case an ultimate decision 
by the United States not to lower export prices causes a sharp upward reaction. 
In any event, buyers are reluctant to enter the market for fear of a price-war 
which could drive values even lower, most producers outside the United States 
being weak holders. 

“In the grain trade the effect of support schemes is felt indirectly in many 
ways. In the United States, they are responsible for placing the wheat futures 
market on a purely domestic basis. They are undoubtedly responsible for 
creating enormous surpluses which make the freeing of the market from 
government interference temporarily impossible.” 

VII. Conclusion: Any factor which tends to restrict operations on a futures 
market prevents that market from effectively fulfilling its task. In this con- 
nection, the point made in the resolution of the Washington Congress remains 
true: “the broader the market, the more efficient are the services rendered by it.” 

Moreover, various replies to the inquiry (Association Belge des Negociants 
Exportateurs et Importateurs) emphasize the danger, for operators, of markets 
which are too narrow or subject to intervention : 

“In principle, any restrictive measure, whatever its nature, limiting transac- 
tions on commodities or currency, has a damaging effect on the operation of 
futures markets. Futures markets can only develop normally, given sufficient 
conimercial and monetary freedom. 

“Any restriction in this field tends to render these markets too narrow and 
vulnerable, and thus operators, both national and foreign, are open to risks which 
cannot but turn them away from trading in futures. An unpopular or insuffi- 
ciently active futures market cannot survive, since it is more of a danger than 
a protection for the operator.” 

The various regulations referred to above all directly or indirectly affect the 
free operation of futures markets. 

It would be unfair and dangerous to pass judgment on these markets on the 
basis of the services they render at present, which are far from being those that 
can justifiably be expected. It is to be hoped that the various countries where 
such regulations exist will cancel, or at any rate modify them, so as to enable 
futures markets to function normally and to assist to the utmost the marketing 
of commodities. 

Mr. Harris. I have long predicted that when and if the opponents 
of futures trading in this country accomplish their purpose and 
destroy our free markets to achieve their perfect planned economy, 
they will do so not by proposing abolition but by choking the markets 
to death with regulation and controls. 

Even today I fear Congressman King’s proposal less than I do 
excesses of Government regulation which may come from the efforts 
of our opponents. Needless to say, however, I prefer regulation to 
abolition ! 

And I may add that the Commodity Exchange Authority and the 
exchanges have to date worked together satisfactorily in the case 
of controlled commodities. Onions have just come under control, 
as you know. 

_ Mr. Kine. I think maybe I should stop you for a minute. This 
is the first time I have ever been put into the category of one who 
wanted a perfect planned economy. 
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Mr. Harris. I did not put you there. 

Mr. Kina. One devised by the Government. 

Mr. Harris. We would like to have it if it can be achieved. 

Mr. Kine. I would not. [Laughter. | 

Mr. Harris. If it were perfect we would all like it. 

Mr. Kina. I hold to the general thesis that Government management 
is always bad management. Certainly, I am not lookin for the 
Government to set up any perfect aa of marketing. Neither do 
T want the growers to attempt it. I only raise the question in this 
bill as to whether or not futures trading in onions is working for 
the good of all, even at the same time admitting the good features 
of futures trading on those commodities that do have the basic char- 
acteristics essential to futures trading. 

This whole problem is really centered on that question. 

You are emphasizing the general merits of futures trading, and 
so far as I am—— 

Mr. Harris. I am coming to the specific 

Mr. Kine. So far as I am concerned, I would grant it. But we 
here have the question as it pertains only to onions. 

Mr. Harris. Right. 

Mr, Kine. Go ahead. 

Mr. Harris. I would like to say that I understand that, Congress- 
man King. And I want to say furthermore in my discussions with 
you and with Congressman McIntire, I think you have been more 
than fair in judging all of these questions on their merits, sir. 

The exact date was September 24, 1955, less. than 6 months prior 
to cessation of trading in the 1955-56 onion crop year, which ended 
March 15. 

I can understand the impatience of people dissatisfied with the 
market for some quick, drastic action, but based on my experience 
with Government, which is less than you gentlemen have had, you 
know that 6 months in the life of the United States Government is 
rather a short period of time when it comes to studying and preparing 
regulations of an American industry. 

With only a few months’ experience with this commodity and no 
opportunity to complete the mechanical steps legally necessary to 
set limits, it would seem completely unfair to call CEA regulation 
of onions impractical or et a a this early date. 

I am fully. confident that the CEA will do the same workmanlike 
job in performing their duties in connection with the onion market 
as they have done in the case of other commodities under control. 

At this point I would like to call attention to my statement of 
June 7, last year (less than a year ago), before the Senate Agriculture 
Subcommittee on the Senate version of the present law which gives the 
CEA control over futures trading in onions. 

At that time I stated the Chicago Mercantile Exchange is the 
world’s largest futures market for perishable commodities and that 
in 1954 we traded in contracts for the delivery of eggs, onions, potatoes, 
butter and turkeys valued at approximately $114 billion. Incident- 
ally, our volume in 1955 was substantially greater. 

i stated that while we at the exchange did not believe supervision by 
the Commodity Exchange Authority as proposed by the King bill 
was absolutely necessary for the maintenance of a free and open market 
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for onions, we did not oppose its enactment nor had we done so 
in the past. 

Personally, I thought it would be a very good thing for this reason: 
If the market can’t control itself, how can the Government agency 
control it. 

So let me hasten to say that the best controls on any market under 
Government or otherwise are the economic forces tied to each other. 
It is not a one-way street. Those forces are terrific and the punish- 
ment meted out to the manipulator is very severe in an economic way. 
But there is a need, obviously, for additional regulation. 

In the old days, and I will go back 50 years to the board of trade, 
if the man was suspended he was disgraced for life. Times have 
changed a little. We find men walking out of jails today and being 
accepted into branches of society and perhaps that is right. 

So the kind of slap on the wrist that an exchange can give to a 
man for first offenses, is not nearly the detriment that ina charges 
brought by the CEA might be. 

Supervision of several of our commodities was already under CEA 
regulation and I was happy to say that our relations with that agency 
of the Government, as well as the many other agencies, were satis- 
factory and cordial. 

Now I do not intend to go into great detail today on the history 
of every year’s trade in onion futures. However, there has been so 
much misrepresentation of facts and pressure group methods used 
by our opponents that I wish to show you graphically, statistically, 
and accurately exactly what happened to onion prices in the futures 
market in Chicago for the past 5 years. 

These charts, which I will display and submit to you, show the 
entire price action of November onions and March onions for the 
5 crop years 1951-52 through 1955-56. 

March is the last contract of a season; November, the first. Price 
action in December, January, and February falls between the No- 


vember and March futures. 


November contracts 





Year Open High Low Close 
ON Ret ntciieninnittihaacnncidaeeaedmmmreitin $1. 70 $2. 50 $1, 34 $2. 25 





Bear in mind, as was pointed out by Congressman King, I believe, 
these late summer onions in which we trade about 30 million sacks a 
year, are harvested in late summer, typically marketed in the early 
fall and would not be expected to remain in growers’ hands beyond 
that period unless they were the type of grower who had storage 
facilities and financial ability to handle the thing. 


It is like any other big and small farming operation out in the 
country. The small man sells the stuff at harvest, other people, his 
friends, to the country elevators in the case of grain and what not. 
They take iton. Whether they hedge it or not is their business. And 
they take the price risk. 

First, as we look at the November prices, please bear with me to 
this extent and remember that the small growers, and if I am wrong, 
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correct me, that the small growers will be getting rid of their onions 
by November. They won’t be keeping them until March, will they? 


November contracts—Continued 














Mr. McInttre. These are what ? 

Mr. Harris. These are the closing prices. 

Mr. McIntire. For 1 month? 

Mr. Kina. Five years of 1 month’s prices. 

Mr. Harris. One month’s option, sir. Let me make this clear. I 
am glad you asked it. 

The November came on the 1st of January, and closed out obviously 
at the end of November. This covers January through November. 
That is 10 months’ trading, or 11 months’ trading. 

Mr. McIntire. A 10-month period but not 10 months’ trading ? 

Mr. Kine. Yes. 

Mr. Harris. Eleven months’ trading. 

Mr. McIntme. On the month of November? 

Mr. Harris. We started trading. That is one of the criticisms— 
it may be a valid one—it is that we start early. But we want to find 
out how valid it is. 

Mr. McIntire. I get it. 

Mr. Harris. In March, March onions have been erratic in their 
price movements. 

Mr. Kine. Is this 8 months’ trading? 

Mr. Harris. Starting in August going through March, that gives 
us 8 months. 

Mr. Krne. Is that the usual opening of March? 

Mr. Harris. Yes; it is. I have those dates here somewhere. I will 
come to that in a minute. 

Incidentally, we do not just trade in November and March. We 
also trade January and February onions, I mean. The action of Janu- 
ary and February is never as extreme as the action in March and 
more so than November. It falls in between. 

As you all know, it can be readily verified. So instead of burden- 
ing you by looking at several charts, I use November. 


March contracts 





Open High Low 





Now, much capital has been made by the small but vocal group who 
lead the National Onion Association regarding the 15-cent close on 
March onions this spring and the fact that a low of 10 cents was made. 
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Actually only 3 cars were traded at 10 cents, none were delivered at 
this price, and speculators, not growers, were stuck with these low- 
priced cars. 

Mr. McIntire. I think you will remember in the Chicago hearing 
we had a witness, I think he said he had some 8 or 10 cars of onions 
still to be sold. 

Mr. Harris. They were probably so dumped. 

Mr. McIntire. I know, but that was the grower. You said specu- 
lators made the loss. 

Mr. Harris. On these three cars of futures trades. I will be glad 
to concede that the cash market broke thereafter and I want to com- 
ment on that. 

Tam glad you clarified for all of us. 

I said only 3 cars were traded at 10 cents. None were delivered 
at that. They were speculators and not growers. 

As the chart will show you, trading in last year’s crop for delivery 
in November, and all summer onions were harvested by then, opened 
on December 2, 1954, at $1.58 for a 50-pound bag, went to a high 
of $2.35, a low of $1.57 and closed out on the last day of trading in 
November at $1.90. 

Quite profitable to growers, I would say. It is generally conceded 
that yelow globe onions are grown and marketed for a total cost of 
less than $1. 

But what happened on the March contract? It opened on August 1, 
1955, at $2.40, went to $2.75, made a low, of course at 10 cents and 
closed at 15 cents. 

Now, please listen carefully to this. On the last day when prices 
broke to these record low levels, only 3 cars traded at 10 cents, none 
at 11 cents, none at 12 cents, 5 at 13 cents, 2 at 14 cents and only 3 
at 15 cents—a total of only 13 cars at 15 cents or less. 

But we have traded a thousand cars or more a day at the $2 level 
and better. Were growers of onions still holding these perishable 
onions late in March 1956 which had been grown during the summer 
of 1955? Of course not. They had sold or hedged their onions 
during the fall of 1955. 

Only the bravest speculator was holding long onion contracts in 
March 1956 and only the bravest speculator was holding any unhedged 
cash onions at that time. Commonsense would tell you this and the 
facts prove it. 

Yet the National Onion Association leaders in their testimony in 
Chicago would have you believe that this price break to 15 cents and 
below on 13 onion trades in the futures market was a catastrophe 
to the onion growers. They do not flatter your understanding or 
judgment. 

I will say this: It was a catastrophe to us from the psychological 
point of view. I think we can always within these economic argu- 
ments but lose the critical ones which might be fatal. If they ever 
go to 10 cents again, I wil try to buy them and eat them myself. 

Mr. Kine. How many cars of old onions were still in the United 
States at the point of this collapse? 

Mr. Harris. I do not think very many. 

Look here, please, at the end of February, sir, onions were still 
around the dollar level. They didn’t go below a dollar until March. 
We traded only 15 days in March. When they fell out of bed they 
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really did. Certain things caused it. I don’t understand all of the 
things that caused it. There are certain phenomenal things about 
these prices. 

One thing was this: The whole industry from this point forward 
was overly optimistic this year and they were held for higher prices 
and when the wheels that grind out our economic price balances did 
not result in higher prices and they had to let it go, it was like a specu- 
Jator who has overbought and it cracked. 

I want to emphasize it did not collapse until the 15th day in March, 
as shown. Less than 10 percent, to answer your question. I don’t 
know the answer. Less than 10 percent. 

Mr. Kina. 10 percent of what ? 

Mr. Harris. Of the summer onions were left when the price broke. 

Mr. McIntire. Will you put the chart you have got there and the 
charts for the year before and the charts for the year before that 
right side by side on that blackboard ? 

r. Harris. Yes,sir. It makes a fairly uniform picture. 

Mr. Kina. All downward? 

Mr. Harris. Makes a very good hedging opportunity. 

Mr. Kine. But an awfully difficult one. 

This is a full year’s trading in that month’s delivery. 

Mr. McIntire. I realize that. 

As a producer, and just for a moment taking the producer’s posi- 
tion—as a producer, doesn’t part of our problem in relation to fu- 
tures trading relate to the fact that it is a part of the market struc- 
ture, pricing structure from day to day; I mean, any shipper is bound 
to look at the opening price every day and be guided somewhat by 
it—and as a grower, isn’t the fact that, for 3 years in a row, if you 
were to make a curve on those charts, it would be a downward curve? 

That is, for 3 years in a row that has been the trend of that March 
contract; has it not? 

Mr. Harris. Yes. 

Mr. McIntire. Do you think that the supply of onions for 3 years 
in a ne was such that it dictated that price trend for 3 years in 
a TOW 

Mr. Harris. I do for this reason, sir, and may I please try to 
answer briefly. : 

For the last 3 or 4 years we have had almost phenomenal price 
breaks even in supported commodities, haven’t we? And we have 
had them in the vegetable industry, unfortunately. Supply and de- 
mand do make prices, but there have been years, particularly war 
years, if you go back to 1951, when onion prices were higher. 

You know if you equated supply all the way across—but maybe 
there were other factors then. 

We are producing too many onions today and too much wheat and 

too much corn. 
' Mr. McIntire. It is your opinion that that curve, if you plotted it 
for 3 years on that March contract, is entirely supported by the sup- 
ply of onions? 
r. Harris. I think it is, undoubtedly. The more you study it 
the more you will agree, I think. 

I am not trying to gild any lilies in answering this question but 

in the long run I think that as the price goes, supply and demand is 
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the answer on the thing. And primarily supply in the case of onions, 
Demand is inelastic. 

Now, one more thing—was a price break at the tail end of the 
season a bad thing for onion growers or did it eliminate any carry- 
over and set the stage for a prosperous 1956—57 crop year ¢ 

On March 16, the day after trading in old crop onions had closed, 
the futures contract calling for delivery in November 1956 closed at 
$1.55 and January onions at $1.80, offering a profitable hedge or 
finance deal to any grower who wished to use it. 

Incidentally, onions for delivery in November 1956, this year, are 
now trading around $1.75 and onions for delivery in January 1957 are 
trading at the $2 level. Not an unprofitable hedge for onions pro- 
duced and marketed at a cost of less ian $1 a bag. 

Now, I regret that onions have ever gone below the cost of pro- 
duction even at the tail end of a season when the onions are out of 
growers’ hands, certainly out of the hands of small growers. 

When prices are high futures markets seldom have difficulty. Oh, 
gure, some consumers complain but they are not organized and com- 
plaints are soon forgotten. 

But when prices drop, we find that producers, with whom we are 
all sympathetic, often ins the marketing machinery rather than the 
supply and demand situation. When onions go below the cost of 
ee ee it is oversupply. When onions went to low levels in late 

arch 1956, it was because there were too many of them and too many 
more coming in earlier than ever before in Texas. 

A man would not sell a car of onions in late March for less than 
ae cost if there were not excessive supplies and danger of 

umping. Dumping of onions or other perishables is quite common 
through the years when a new crop overtakes an excess of old crop. 
This merely clears the way for the next year and has no relation to 
futures trading. 

The futures market does not in any way set prices. We merely 
furnish the hall for trading and what we hope are fair and equitable 
rules. Supply and demand sets onion prices as it sets other prices 
which are not on Government price-support programs. 

The exchange merely registers and disseminates these prices so that 
all may know them. e are like a thermometer which registers tem- 
peratures. You would not want to pass a law against thermometers 
just because we had a short spell of zero weather or break a barometer 
because the air pressure fell. 

Since this is obviously true, why do we not have better relations 
with the growers and a more effective educational campaign? Why 
do we not cooperate more fully with the National Onion Association? 

To answer the second question first, we find it difficult to cooperate 
with the officers of an association whose avowed purpose is to destroy 
our market. We cannot appease them when they use the most unfair 
methods in their campaign against us based upon misstatements and 


half-truths. 

They wish to eliminate our market and restore a situation where a 
few dealers in onion-growing areas can control the price of onions and 
ate the growers at their mercy, as was the case prior to futures 
trading. 

But we are heartened to know that many onion growers are not 
misled. They are using our market successfully and write to tell 
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us they like it. Some of them testified in Chicago and none were 
financed by us to do so. 

I want to say this: I asked Mr. Baldwin about the statement he 
made here. He in his usual gentlemanly manner said he would be 
glad to clarify that. I said I would when on the stand. I will. 

When he said these four people were financed by the Mercantile 
Exchange, he did not mean, as I mistook him to mean, that we paid 
their transportation or bought their lunch or anything of the sort. 
We did not. 

He meant that, he said, 2 were members, and that 2 were financed. 
By that he meant they had what we call financed deals which will be 
discussed by one of the witnesses today. 

I want to say that I think that is good. And there are many other 
people who have finance deals. I will say that it can be verified that 
there is a greater proportion of hedging in onions, or greater propor- 
tion of hedging in onions as there is in any other futures market. 

Four did testify and none were financed. 

The opposition organized parties of people to appear against us, 
as is their right. But there are many silent onion growers throughout 
this United States who are home planting onions and hedging “them 
rather than spending their time fighting the market. 

Some are reluctant to testify because they do not wish to become 
engaged in this controversy. And incidentally, many of the dealers 
and shippers who oppose us are continuing to use our market. We 
welcome their business. 

In fact, in April just past, and subsequent to the famous 10-cent 
onions in March, we traded 1,113 contracts of onions for delivery on 
the 1956-57 contracts and at very good prices to the growers. This is 
a healthy increase over the 981 contracts traded in April a year ago. 

Part of this increase may be due to our new and improved rules 
which I shall diseuss later. 

To answer the first question, I must say that we will make every 
effort in the future to ‘ais a better public-relations job and to have a 
more effective educational campaign. 

This should not be too difficult because all studies of the marketing 
of agricultural commodities by competent authorities in Government 
or in the universities have indicated that futures trading reduces 
marketing costs and helps both producers and consumers. Futures 
es in onions can be helpful to producers in the following ways: 

1. Additional buyers are provided to carry the price risk—in effect 
providing price insurance if wanted. 

2. Immediate and accurate information is available to everyone. 
Growers cannot be at the mercy of large buyers in the city for price 
information. 

3. Marketing costs are lowered. This means a higher return for 
oorer 

. Makes financing available to growers who could not receive ad- 
vances on their growing crop if it were unhedged. 

During recent years onion growers have 1 raised bumper crops. This 
has resulted in relatively low prices. Nevertheless, numerous oppor- 
tunities existed during this time for profitable hedging of onions. 
Many producers took advantage of these opportunities and achieved 
both price protection and profit. 
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Now our opponents charge that we have been reluctant to change 
our rules. This is not the case. We constantly attempt to improve our 
rules not only on onions but all of our commodities. 

We cannot, however, change during the course of a crop year when 
commitments have been made on both sides of the market according to 
prescribed rules. 

This year, however, we actually went to the extreme of confinin 
trading in our so-called old onion contract to liquidation only an 
set up a new November and subsequent contracts with new rules for 
which we are very optimistic, 

A copy of these new rules will be filed for the record and additional 
copies made available to anyone who wishes them. 

(The rules referred to above were not submitted.) 

Now if the United States Congress wishes to subsidize onion farm- 
ers through export sales, crop loans or by any other method, this is 
nothing for us to complain about. If it wishes to give administrative 
agencies more money for investigation and police work, that is satis- 
factory to us. 

But if it wishes to pass arbitrary legislation discriminating against 
onions and potatoes and no other commodities, because of clamoring 
by a pressure group, then it will be a sad day for agriculture, for 
farmers, for all markets and for all Americans. I do not believe this 
will happen. I doubt if it would be constitutional. But that would 
be for the courts to decide. 

Thank God, Justice Holmes, in his Supreme Court decision (198 
U.S. 236) stated, and his decision still stands: 

In a modern market, contracts are not confined to sales for immediate de- 
livery. People will endeavor to forecast the future and to make agreements 
according to their prophecy. 

Speculation of this kind by competent men is the self-adjustment of society 
to the probable. Its value is Well known as a means of avoiding or mitigating 
catastrophes, equalizing prices and providing for periods of want. 

Future trading is legal. Futures trading in onions is legal and I 
sincerely believe it will continue to be. There have been con 
sional hearings recently on automobile dealers. It was deaieanten by 
some that there be more regulations but no one suggests that automo- 
bile companies or their dealers be eliminated. 

But some do not hesitate to talk of sudden death for the futures 
markets in potatoes and onions. What a dangerous precedent for 
all futures markets would be set. . 

Gentlemen, I say this: If the few die-hards among onion shippers 
and dealers who wish to return to the “good old days” and not use the 
cnion futures market, let them do so. There will be others who will 
use the futures market, I am sure. May the better method survive. 

That is the American way, as I know it. Chain stores a few years 
ago were supposedly ruining the country and laws to outlaw them 
were suggested. But they apparently were a better way because they 
survived regulation and competition and today help contribute to 
our increasingly bountiful life. 

We welcome constructive criticism from this committee, from the 
Department of Agriculture, and most of all, from onion growers. We 
do not intend to fold up, however, in the face of propaganda, petitions, 
and pressure-group tactics. : ; 

Joseph Mehl is well known to everyone in the commodity business 
and I think to all Members of Congress. He retired a couple of years 
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ago as head of the CEA. He is an international authority on futures 
market, and he was at the CEA for about 30 years. 
For 10 of those years he was head of it. He wrote me as follows: 


Dear Mr. Harris: I have read the material on onion futures sent me with 
your letter of April 27, consisting of— 

1, A transcript of the hearing at Chicago on March 24 before the Snecial 
Subcommittee on Futures Trading in Perishable Commodities of the House 
Committee on Agriculture. 

2. A transcript of the hearing before the Commodity Exchange Commis- 
sion in Chicago on April 10 in the matter of limits upon positions and daily 
trading in onions for future delivery, and 

3. A file of statistics on onions, part of which was used as exhibits in the 
April 10 hearing on limits. 

You have asked me for comments, based upon my experience as former 
Administrator of the Commodity Exchange Authority and the use of any CEA 
data or other sources of information available to me. I shall discuss first the 
proposed limits on positions and daily trading. 

As to whether the proposed limits are too low or too high, I express no 
opinion. It is better that they be too low at the outset than too high. They 
are more quickly and easily raised than lowered. If set too high to be effective, 
their value is immediately discounted. 

The Commodity Exchange Authority has never hesitated to take the initiative 
in raising limits whenever justified. Soybeans furnish one example of this. 

Limits, of course, have no effect upon general price levels. They have very 
little, if any effect on such daily price fluctuations as are incidental to an 
active and free moving market. 

But limits are a tremendously important tool in preventing artificial market 
movements, due either to sudden and sometime involuntary liquidation of large 
speculative positions or to temporary domination of the market by individually 
large speculators. 


That is a good point. 


Based on my observations of the effects of limits as applied to gains over 
a 15-year period between 1939 and 1954, and over shorter periods for other 
commodities, I am convinced that reasonable limits on speculative positions 
and daily trading have a strong deterring influence against market manipula- 
tion and reckless trading. I see no reason to except different results if applied 
to onions. I refer to limits enforcible under authority of the Commodity 
Exchange Act. 

Considering next the congressional hearing of March 24 on futures trading 
in perishable commodities, I was surprised to note that some of the interests 
which favored extension of the Commodity Exchange Act to include onions 
are now advocating the abolition of futures trading in onions—even before 
Federal regulation has been given a trial. One witness (p. 18) said that onion 
trading was placed under the control of the Commodity Exchange Authority 
in the summer of 1955, but that 

“As was expected, it was found that this did not cure the evils that had existed 
and the situation became unbearable.” 

The onion amendment to the Commodity Exchange Act did not go into effect 
until September 24, 1955. Limits on positions and daily trading are just now 
in process of being established. The new law could hardly be expected to have 
any preventive or corrective effect upon trading in the 1956 March or earlier 
onion futures. 

Several witnesses who favored the abolition of futures trading in onions 
expressed favorable views toward futures trading in grains. In this connec- 
tion, it may be noted that between about 1880 and 1920 approximately 200 bills 
were introduced in Congress to regulate futures trading. Practically all re- 
lated to grains and most of them were intended to prohibit trading futures. 

It would be a serious mistake to abolish futures trading in a commodity such 
as onions without giving the new law a reasonable opportunity for trial. In 
this connection it must be noted that abolition of futures trading in onions 
would remove even the spot markets from all investigative and inspection powers 
in the Commodity Exchange Act. 

Manipulation and corners in spot markets are violations of the Commodity 
Exchange Act, but without investigative powers and the right to inspect books 
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and records, the Commodity Exchange Authority would be in a poor position to 
discover and find proof. 

Manipulation and corners in the spot markets for some commodities are more 
easily accomplished if there is no counterpart futures market. This is because 
an active and fluid futures market greatly broadens the area of competition. 

One witness (p. 61) refers to a vicious practice that has sprung up the last 3 
years, “where large short positions go out in the country and buy a couple of 
hundred cars of onions at a loss and bring them in there to just throw on the 
market.” 

This practice would involve manipulation of the spot market and would be 
easy to prove if the Commodity Exchange Authority had access to books and 
records. 

The year-to-year price changes in the case of onions are considerably larger 
than in the case of tomatoes, lettuce, and carrots (p. 24, CEC hearing). But the 
average monthly price received by farmers for onions during the entire 26-year 
period from July 1929 through December 1955 showed a range, as a percentage 
of average price of 111.3 percent as against 113.9 percent for the crop years 
1929-30 through 1941-42 (p. 29, CEC hearing). 

Thus it appears that price ranges were larger on the average during the 12-year 
period before futures trading in onions started in 1942 than during the entire 
26-year period from 1929 to 1955. 

For the 7-year period (crop years 1948-49 through 1954-55), after futures 
trading in onions had become fully active, the high-low range of the monthly 
prices as a percentage of average price was 11.6 percent. 

Price fluctuations for onions, both seasonally and otherwise, have been fully 
as frequent, wide, and erratic before the inauguration of futures trading as 
afterward. The fact that sacked onions in March of 1956 sold in the Chicago 
market at less than the cost of sacks, suggests that the sacks were more valuable 
as empties or that their contents required costly reconditioning and handling. 

When any commodity or article of commerce suddenly finds no market, we can 
generally look for causes that are more basic than manipulation or speculation. 

No commodity is subject to greater price changes resulting from natural causes 
than are onions. Without a hedging market, dealers must carry the price risks 
incident to their ownership of onion stocks. This means that they must buy at 
prices low enough to reduce the carrying risk to the absolute minimum. This 
can only result in a wider spread between producer prices and prices to 
consumers. 

“Old timers” in the business may prefer to operate on this basis, but they 
cannot compete with dealers and distributors who, through intelligent use of 
the futures market for hedging, can shift the price risk to those who actively 
seek high-risk investments. And onions are definitely a high-risk commodity. 

Futures trading in onions is comparatively new. Changes, based on experience, 
may need to be made in contract terms, in delivery months and delivery points, 
etc., in order to promote better and more stable trade. 

Thus far, futures trading in onions has followed the general pattern of trad- 
ing in other commodities such as grains and cotton. Testimony at the March 
24 hearing contains a number of suggestions by those favorable to futures trad- 
ing and who actually use the onion futures market. These should be studied 
and, if found worthy, be tried out. 

In some of the early literature on futures trading, the writers attempted to 
define the conditions which must exist for successful futures markets. One 
was, that the commodity traded in must have qualities that would enable it to 
be stored over long periods without deterioration. 

But prior to 1920 very few commodities other than grains, cotton, lard, coffee 
and sugar had been the subject of trading for future delivery. Since then, 
futures markets have been tried out for many commodities that could be stored 
safely over long periods, but which markets failed completely. Canned goods, 
erude oil (petroleum), peanuts, molasses, rice, and tobacco are examples. 

Futures markets for these commodities failed because they lacked an essen- 
tial element—wide public interest and incentive for speculative profit. This 
element appears to be present in high degree in the onion futures market. 

Futures trading will work best in a freely moving market where price fluc- 
tuations due to quick changes in production outlook, available supplies and ef- 
fective demand are readily observable. The need for hedge protection alone 
will not sustain a futures market. 

In much of the testimony favoring the prohibition of futures trading in onions 
there is a curious pattern of objection to grower hedging of growing or antici- 
pated crops. The desire to abolish futures trading in onions appears to be 
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aimed in part at eliminating a type of producer competition referred to as pro- 
ducing for hedging. 

This new form of grower competition came into existence after futures trad- 
ing in onions was inaugurated. It comes from farmers who plant onion acreage 
only when prices registered in the futures market reflect the cost of production 
plus a profit. 

Their first move is to sell an amount of futures partially or fully equivalent 
to their estimated production. Thereby they hedge and freeze their price risk. 
If prices decline by the time their crop is ready for sale, they recoup their loss 
on the crop by repurchasing the futures at a correspondingly lower price. If 
prices advance, they similarly recoup their loss on the futures by receiving 
a correspondingly higher price for their crop. 

If growers are unable or unwilling to undertake this kind of operation on 
their own account, factors will contract for the purchase of the crop at an 
agreed price and hedge their price risk by the sale of futures. 

This introduces a type of dealer competition which makes it impossible, or 
at least difficult, for others to buy at prices low enough to enable them to 
assume the ownership risk without hedging. 

However, this only serves to prove that a properly functioning futures mar- 
ket is economically desirable and tends to narrow the spread between producer 
and consumer prices. 

The practice of hedging anticipated production is not confined to onions and 
potatoes. In fact, it was recognized as needing special treatment in connec- 
tion with the speculative limits that may be established under authority of 
section 4a (3) of the Commodity Exchange Act. 

Paragraph (A) thereof permits a person to include in the amount of any 
commodity he wishes to hedge “the amount of such commodity such person is 
raising, or in good faith intends or expects to raise, within the next twelve 
months, on land (in the United States or its Territories) which such person 
owns or leases.” 

The opposition to futures trading in onions appears to be grounded upon some- 
what the same base as was the opposition to futures trading in wool tops 
which started in 1931. The old-time Boston wool trade was accustomed to send- 
ing buyers into the Western States during the clip season. The wool would be 
bought for future requirements at prices low enough to allow for possible de- 
clines later, 

With the establishment of a futures market for wool tops, these interests were 
faced with a new kind of competition—buyers who hedged their wool purchases 
by sales of wool-top futures. 

By doing so, the price risk incident to ownership became fixed and they 
were able to pay more for the raw wool. It was not long until the oldtimers 
were forced to adopt the practice of hedging or surrender the field to the 
hedgers. The woolgrowers profited. 

There are great differences between onions and wool, but there are great dif- 
ferences also between many of the commodities now traded in for future de- 
livery. It is not to be expected that exactly the same kinds of rules governing 
trading in one commodity will fit all others. And I do not believe that perish- 
ability, as it affects onions and potatoes, is necessarily the dividing line between 
commodities that do and do not lend themselves to trading for future delivery. 

It is assumed, of course, that the periods during which a particular commodity, 
under controlled conditions, can be stored safely and without deterioration is 
definitely ascertainable; that this will be determined in advance and tied into 
the months specified for delivery and also into the times when trading in a 
given delivery month begins and ends. 


CONCLUSIONS 


1. Limits upon speculative positions and daily trading, as authorized in the 
Commodity Exchange Act, are a useful and effective tool in the regulation of an 
active futures market such as the onion market. 

2. It would be an unfortunate mistake to prohibit trading in onionss for future 
delivery without first giving Federal regulation under the Commodity Exchange 
Act a chance to demonstrate its effectiveness. 

8. The abolition of futures trading in onions, as a means of maintaining the 
competitive status quo of nonhedging dealers, is not the way to promote econ- 
omy and efficiency in marketing. 

4. The hedging of growing or anticipated crops does not in itself result in in- 
creased production. If it does so, it must be because of higher returns to 
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farmers who engage in this practice. There is evidence that increasing yields 
rather than increased acreage is the real reason. 

5. Perishability, in the degree applicable to onions, does not necessarily mean 
that futures trading does not lend itself to successful use and economy in the 
marketing of onions. 

6. While there are sharp differences in commodities and resulting differences 
in the rules governing futures trading in various commodities, the fundamentals 
involved in trading in onions for future delivery are essentially the same as in 
grains and other commodities in which futures trading is firmly established as a 
necessary part of the marketing process, 

I hope my comments may be of interest to you. 

Sincerely yours, 
J. M. MEHL. 


I thank you, gentlemen, for listening to this testimony, and I stand 
ready to attempt to answer questions. 

Mr. Grant. Thank you. 

Mr. McIntire. Mr. Harris, I, as a member of the committee, want 
to certainly express my appreciation for your presentation here this 
morning. It has been complete and very interesting. 

I know you were in attendnce at the hearing in Chicago. I know 
that you have been following the matter as it has been developing 
over the number of months. 

You have, without my reiterating, heard a great deal of testimony 
and the reasons and so forth. 

I have one or two points which I would like to explore with you. 

The first one is—I think it would be interesting and you made some 
reference to it—you might supply for the record some table, perhaps 
a brief one, to show the relative volume of trading commodity by 
commodity and in relation to your total business on the Chicago 
Mercantile Exchange. 

For the moment, what is the commodity in which you have the 
greatest volume of trading on the Chicago board ? 

Mr. Harris. Eggs, by far,sir. I can later supply a complete record. 
Eggs by far. 

‘Mr. Scien You have the greatest number of contracts in eggs 
over any other commodity in which you trade? 

Mr. Harris. In the last 2 or 3 years, very definitely. 

Mr. McIntire. Which is the next in volume? 

Mr. Harris. Onions, sir. 

Mr. McIntire. I would like to get into this matter of storage of 
onions in Chicago which are available for delivery on the board. 

I notice in the contract revision which is currently in effect, that 
you increase the charge or discount which would have to be taken 
on the onions which came out of storage there. 

Was that an indication of the fact that they were causing you con- 
cern, that you felt it should be discouraged ? 

Mr. Harris. As you said earlier, there has been this obvious dis- 
satisfaction on the part of many growers with what they think the 
market is. We have tried to change and close every gap in the fence 
that we can and to come up with a contract that hae will like, that 
they can use. 

I am happy to tell you, sir, that the date the old crop onions went 
to 10 cents the new crop that just came in on the board was trading 
at about $1.50, that very same day. And yesterday you could hedge 
son in Chicago, I think, as high as $2.06 and the market closed at 
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The fact that we have more business now, we have a lot of hedging 
business coming in and the price is up there so soon after the collapse 
of last year it is very encouraging that these changes we have made, 
including this one, is very helpful. 

There was some controversy about this change. I had to fight 
pretty hard for it. Some people thought it was not a good one, but 
the proof of the pudding is in the eating. And I think now they are 
convinced that it was a constructive move. 

Mr. McIntire. Mr. Harris, to get at my question, were we dissatis- 
fied with the fact that onions were tutes into Chicago and were in 
storage? Did you change that discount for delivery from storage in 
Chicago because you thought that that storage in Chicago was not a 
constructive factor in your trading? 

Mr. Harris. Some people said that. And it became kind of an 
emotional thing to say, “The onion market is no good because there 
are onions in storage in Chicago.” 

I personally don’t think that is true. I think this: If onions have 
value, they have value any place. If we had had a good market, they 
would have moved out like snow on a hot day. 

Mr. McIntire. I do not want to be too persistent. Could you get 
at my question ? 

Did you make the change because you felt that the storage of onions 
in Chicago was not constructive, and thereby placed a greater penalty 
on the fact they were stored—were you attempting to correct that 
situation, at least, in part? 

Mr. Harris. Other people, and particularly our opponents, said, 


“You can poor aig the market by storing onions in Chicago.” 


I didn’t think so. If they think that let us not be bullheaded about 
this; let us make the next year’s contract different and it will dis- 
courage storage in Chicago. 

We don’t want to pull any commodity out of position. As Mr. 
Olson said, you can deliver onions in the country. 

Mr. McIntire. The fact remains that you do not deliver except in 
Chicago? 

Mr. Harris. You are right, sir. 

Mr. McIntrme. The fact that you can deliver is of little conse- 
quence if your trading complex is such that it does not actually per- 
mit deliveries in other places? 

Mr. Harris. If we ever had a year when onions went to $5 or $6— 
there was an attempt at manipulation on the upside—I believe that 
that might prevent successful manipulation. 

Mr. McIntme. Then to get back to my question, the change which 
you made then, if I am correct in my deduction, was not made because 
vou felt that storage in Chicago was a detrimental factor; instead, 
it was meant to meet a public relations problem of the industry ? 

Mr. Harris. I thought this: I thought there were too many onions. 
The fact that there were some in the showcase there had a bad psycho- 
logical effect and psychology plays a lot of short run influence on 
prices. 

Mr. McIntire. In the New York trading on potatoes—I do not 
know what the New York contract is on onions—if I am not mis- 
informed, they are not deliverable storage in New York—potatoes 
are not. 

They are deliverable in carlots, with shipping point inspection. 
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If that is sound in New York on one commodity, why is it not sound 
in Chicago on another ? 

Mr. Harris. Here is the argument that we get on that, sir. 

Incidentally, Mr. Henner who follows me—— 

Mr. Henner. I would like to answer it. 

Mr. Harris. If I may make my point—and he will be on next—I 
know he feels strongly on that. 

One thing that futures markets does in hold the price up at harvest 
time when the growers are getting rid of their stuff. It tends to do 
that because speculators buy at harvest time and hold it in hopes of a 
profit which has not occurred in recent years, 

The growers sell either in the cash market or market and store it. 
If he i it in November and still is hopeful of a good tail-end onion 
deal he wants to have a place to store it because he cannot eat them 
at this time. 

It takes them off the market and helps the market temporarily. 
Storability has been stressed here as one of the fundamentals of a 
future market. 

Your potatoes are stores, they are stored back in the country, ap- 
parently, until shipped in at delivery time. 

If I may, I am going to take very little more time on that because I 
think Mr. Henner will give you both sides of it very effectively. He 
is in the onion business. 

Mr. McIntme. All right. 

I think you will agree—I am sure you have expressed it, certainly 
implied it—that the integrity of these people who have the responsi- 
bility of managing this vehicle, or any other vehicle that has to be 
managed, certainly is of vital importance / 

Mr. Harris, It is, sir. 

Mr. McIntire. What would be your position relative to bringing 
into the management on your board, we will say, an individual who 
at that time was under suspension from trading by the CEA? 

Mr. Harris. I believe in our exchange any time a man has ever 
been suspended, we have asked him to resign from the board. 

Mr. McIntire. Then you are not in sympathy with a board which 
would bring into their management complex, a man who was either 
at that time or at any time in the past, suspended from trading ? 

Mr. Harris. I think I ought to be like Mr. Eden and the frogman. 
I should not talk about other markets. I will talk about ours. 

Mr. McIntire. That is what I am directing it to. 

Mr. Harris. In our market I would be for asking him to resign; and 
if he didn’t, I believe our board would take action. 

Mr. McIntime. Would you bring onto your board a man who had 
been suspended from trading for violation of board rules? 

Mr. Harris. At sometime? 

Mr. McIntire. Yes. 

Mr. Harris. He had had the suspension and then came on? 

Mr. McIntire. Yes. 

Mr. Harris. I don’t know. Some of these suspensions are for ve 
minor matters. Some are taken sort of voluntarily like in a football 
game or basketball game for too much zeal in playing the game. 

I don’t want to be too categorical. I would want to know what the 
offense was, if it was a serious offense. 
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I do not believe we have anyone on our board who has ever been 
suspended. We have members who have been suspended and were on 
the board at one time. 

Mr. McIntire. Would you consider a 6 months suspension a serious 
offense ? 

Mr. Harris. If it happened to me and I were a trader I would con- 
sider it very, very serious. I would consider it a disgrace almost. 

Mr. McInrme. This is entirely out of your jur isdiction, but I 
think the record should show that the best information I have is that 
the New York Mercantile has on their board of directors a man who 
was suspended and may be currently suspended from trading on that 
board. 

Mr. Harris. As I don’t know to whom you were referring, but in 
what market ? 

Mr. McIntire. My interest was—my question to you was as to 
what would be your policy in a situation like that. 

And if I get it correctly, you would not think that was within the 
responsibility of your management—a most constructive thing to do 
in the establishment of the unquestionable integrity of the manage- 
ment of your exchange. Am I right in that deduction ? 

Mr. Harris. Yes; I answered that, sir. 

Mr. McIntire. I think we had some testimony here, the fact that 
following the closing of trading in March, it was somewhat a pattern 
that the price of onions went up. Is that a factual statement ¢ 

Mr. Harris. I think it was submitted to us yesterday. I do not re- 
member by whom it was submitted. 

Mr. Harris. I again think it was a miraculous thing that in this 
important industry, we got rid with one fell swoop of the price prob- 
lem and took a new start at the thing. 

I think I know what you are getting at, when the Texas onion crop 
came on a month early this year, unbelievably early. I knew in New 
Orleans in January they brought in onions as large as that water 
pitcher and put them in the corner. Maybe just wanted to show some 
big Texas onions. 

In any event, it was unbelievable those onions could be pulled that 
early. When that crop came on in the face of too many yellow globe 
onions left over nothing could happen, but that some would be dumped. 
That is not just in onions where there is a futures market. As you 
well know, in every vegetable market where the new crop comes early 
and the old one is not gotten rid of, something has to give, and the 
faster it gives, I think the better. And the Texas onions, after this 
price break got out of the way, came back and they seem to be happy. 
They didn’t harvest all of their onions, I realize that. They had too 
many. 

Mr. McIntire. In the pattern, if there is a pattern there, do you 
not think it is significant that they do go up after the closing of the 
March contracts? 

Mr. Harris. I know you are sincere in asking that question, and 
I am just as sincere in answering it “no.” No, that could be charged, 
but I don’t think it is true. 

Mr. McIntire. There is no change in the physical supply of onions 
just because trading has closed ; is there? 

Mr. Harris. You must understand, sir, at that time of year is 
when the old meets the new. Something happens. If there are too 
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few old onions, and if Texas is late, you wouldn’t have to worry 
about any pattern. You have a new pattern. You had it several 
years prior to the last couple of years. They will go high. 

; 5 McIntire. You don’t think there is any significance in that 
act 

Mr. Harris. I sincerely do not. I don’t think there is much evi- 
dence to support it on those three charts. 

Mr. McInrimr. How much of a deposit do you require on your board 
for a contract in onions? 

Mr. Harris. $300. Some require more. That is the minimum. 

Mr. McIntire. That is the minimum? 

Mr. Harris. Yes. 

Mr. McInvire. What is that unit of contract? 

Mr. Harris. 600 bags. 

Mr. McIntire. 600 50-pound bags? 

Mr. Harrts. Yes. 

Mr. McIntire. What are the margin requirements? What are the 
trading limits now each day? 

Mr. FLarris. They are allowed to go 50 cents. I don’t believe I have 
ever seen that happen. 

Mr. McInviiee. That is in the delivery month or in a futures month? 

Mr. Harris. Any time. 

Mr. McIntire. You have no different trading margin requirements 
in the delivery months as contrasted with the futures month? 

Mr. Harais. No, in some commodities that is true, but not in ours. 

Mr. McInv1err. Not in onions? 

Mr. Harris. No. 

Mr. McIntire. Are you satisfied that that margin requirement is 
a sound figure at the present time? 

Mr. Harats. I have given it a lot of thought. I want to make one 

oint here. There isn’t anyone that knows where these limits are 
bast If you have them too narrow, sir, they have this tendency which 
you can observe in commodity markets. 

I think in the case of soybeans, in terms of the price of the product, 
they have a very narrow limit, really 10 cents a day, for a product 
that has price volatility. When soybeans go 6 or 8 cents, it seems that 
that limit attracts them and they close up the limit or down the limit. 

So 50 cents seems like too much to me. But whether 40 cents would 
be right, or 35 cents or 25 cents, [am not sure. I think it ought to be 
given more study. . 

We certainly are open minded. There is nothing sacred about the 
50 cents. 

Mr. McInt1re. Do you think that it would be helpful if there were 
more deliveries in other acceptable terminals than in Chicago? 

Mr. Harris. The only time that would help anyone, I believe, is 
when a man had hedged. And for reasons like in the potato thing, 
you were apparently discussing yesterday the price goes very high at 
the end for economic reasons, and you had a farmer, or shipper out 
there who was short, and he couldn’t get his onions into Chicago— 
you see these multiple delivery points are very helpful in preventing 

ueezes. 
es one wants high prices as the result of a temporary squeeze. You 
don’t nor do we. You don’t want anything artificial forced on you. 
Multiple delivery might help if it would be worked out. 
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Mr. McIntire. It seems to me that the Chicago board could not 
argue on the same basis as the argument that was made yesterday by 
the New York representatives, that is the board representatives, that 
the reason for potatoes delivered to Harlem River was by virtue of 
their geographic location in relation to their market south and west, 

ause you have, undoubtedly, onions moving both east and west 
into Chicago, where actually you would have just as good a market 
for consumption without going into Chicago, wouldn’t you ? 

Mr. Harris. I think the gentleman had a good argument yesterday, 
at least it sounded that way to me and I am not familiar with market- 
ing potatoes in the East. I agree with you that we would not have 
that argument. 

Mr. McIntire. It would seem to me that in the appropriate distri- 
bution of this commodity for consumption that it is improper to have 
all of your trading concentrated in Chicago—and now for all prac- 
tical purposes that is where it is, particularly all of the deliveries. 

Mr. Harris. That is right. 

Mr. McIntire. That you are making an unnecessary concentration 
on delivery in Chicago. 

What could your Boned do to stimulate the use of these other de- 
livery points? 

Mr. Harris. We gave it a lot of thought last year and some of our 
best informed people were in favor of it for awhile. We were de- 
lighted to see the New York people try f. o. b. delivery on onions and 
they had some deliveries, I think Mr. Porter so pointed out the other 


day. 
Then ee who had liked it said they didn’t think it would 


work. The 
try it, 

r. McIntire. ‘What would you have to do in the way of changing 
your rules in order to encourage it ? 

Mr. Harris. Well, we could do a number of things. We could say 
80 percent freight off, for example, instead of 100 percent. 

Mr. McIntire. Could you explain that point just a little? 

Mr. Harris. Well, right now, if a man delivers onions in some 
Michigan point where there is an approved warehouse, the freight 
into Chicago is deducted. 

Mr. McIntire. From that delivery point ? 

Mr. Harris. Yes. 

Mr. Henner. F. o. b. inspection. 

Mr. Harris. You would have to have f. o. b. inspection. Mr Hen- 
ner will have several points on this because he is more of an onion 
technician than I am and one of the governors. 

(Discussion off record.) 

Mr. McInrme. Let us get back on the record, because, certainly, 
in many, many terminals—and you have some listed on your contracts 
where they are acceptable and I think is fine—but there are many 
many terminals where you have every facility, and I am assuming 
that because these iaockata are listed that you know of acceptable 
facilities in those markets, and certainly you have all of the inspection 
services which are needed to make the delivery a valid one. Do you 
not think that it would help you to keep certain speculative factors, 
which you are not fundamentally interested in promoting, somewhat 


ew York experience was not too successful. We could 
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neutralized so they could not bring that stuff into Chicago for storage 
or delivery or were encouraged not to, so that a situation like what 
has happened in the past of some quick offerings would at least 
momentarily be avoided ? 

Mr. Harris. I certainly am open-minded and I can assure that we 
all are, not only because of our desire to do everything we can to please 

rowers but our sincere desire to improve the contract from every- 
body’s oint of view. 

Mr. McIntire. But you feel that the adjustments made in your 
1956 contract are about as much as should be absorbed in one trading 
year and that more changes perhaps should be considered subsequent 
to this 1956 contract ? m 

Mr. Harris. I agree, sir. 

Mr. McIntime. That is all. 

Mr. Grant. Mr. King. 

Mr. Kine. Mr. Harris, I think you have made an excellent state- 
ment in explaining the operation of the exchange. Of course, you 
made out a good case for general principles of futures trading. 

You really have not dwelt very much, however, on just the argu- 
ment that onions by their very nature are just not qualified for this 
sort of thing. A thing which might be good for other crops, but not 
for onions. 

The suggestion, of course, that you make here with respect to your 
preference for more regulation rather than elimination, is a good 
point, but you recognize that the CEA does not have the power to 
instigate certain regulations that growers of onions feel should be 
made. Therefore, they are going to have to depend pretty largely 
upon just your cooperation, 

Mr. Baldwin has stated that over the years they have had many 
meetings with you, but never before have you shown any inclination 
to change your rules or cooperate. 

Mr. Harris. May I answer two or three of those before I forget 
them ? 

Mr. Kine. Yes, go ahead. 

Mr. Harris. Thank you very much, 

Mr. Kina. Let us deal first with the nature of onions. 

Mr. Harris. Yes, I have the point. 

The nature of onions: There have been attempts in recent years to 
open futures markets in pony 10 or 15 commodities. About half 
have succeeded and half have failed. When I was with the board of 


trade we opened soybean on soybean meal, west coast wheat and grain 


sorghums, four markets. Each seemed to sound as the other. 

West coast wheat did not work. Grain sorghums did not work. 

Soybean oil and meal worked very, very well. That to me is the 
roof—does it work or does it not? Again the proof of the pudding 
is in the eating. 

It does work in the case of onions. I think we can substantiate, 
It does not work perfectly and we ought to strive for perfection as 
we do in our own lives and seldom achieve it. 

The CEA does not have the power. They have a great deal of 
power. Like that it is relative and rm have the power to give them 
any additional power that you and Mr. Baldwin think they need. 

Mr. Kina. Before we leave the subject of onions, let me say that 
you once gave me a booklet on futures trading which set up more 
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or less the specifications of products susceptible to efficient futures 
trading. 

Two polaks made in that booklet seemed to me to be against onions 
as a commodity. One of them was perishability. The second one was 
broad geographic base. 

Onions are quite perishable. The onions that you trade in are lim- 
ited to a very narrow geographical producing area. 

Mr. Harris. First, on that last point it was said here the other day 
they are produced in 26 States by, I think, hundreds of thousands of 
growers. One of the witnesses said they were produced in 26 States 
with hundreds of thousands of growers. That gives you rather wide 
geographic distribution. 
~ Mr. Kine. So are petunias grown all over the United States, but 
that does not—— 

Mr. Harris. I don’t think the market in petunias or even spinach 
would work, 

Mr. Kine. Your shipping points on onions acceptable in your 
trading are really confined to about four States, are they not? 

Mr. Harris. That is true but I believe you will agree, sir, that if 
the onion market is good in these four States—I am not sure I under- 
stood the question. If you meant from the practical point of view, 
you would not ship them normally into Chicago from all over. 

Mr. Kine. The argument in your booklet is that there must be a 
broad source, a continuing permanent supply and volume. 

Mr. Harris. It does not say they have to be all delivered at one 
point. Futures markets would be perfect if there were no deliveries. 

Mr. Kine. I agree. 

Mr. Harris, Nothing being perfect, there has to be some deliveries 
to put the bite into the thing. 

Mr. Kine. It has to be a contract for delivery and sometimes you 
will have to deliver on the contract. But in theory, deliveries are not 
essential to the workings of the futures market. I agree to that. But 
the broad geographic base of supply is an essential in my estimation, 
and particularly so when you pick simply a narrow geographical seg- 
ment of a crop for your trading. 

The same thing applies when they trade only on Maine potatoes, 
and you trade late in onions coming from these four States. That 
is not a broad geographical base of supply. 

Mr. Harris. Onions deliverable from owe: Idaho, Illinois, Iowa, 
Michigan, Minnesota, Wisconsin, the Dakotas, Colorado, the type of 
onion we trade are grown in those States. 

Mr. Kina. You would still agree that the four States are the basis 
of the whole thing? 

Mr. Harris. No, I won’t agree to that, sir. It is not the basis of the 
whole thing. You see again, a man in Colorado can hedge and they 
do. We get a lot of business out of Idaho, Oregon, Colorado. They 
don’t intend to make deliveries. They know the price of yellow 
globe onions which happens to be $2 on the futures market if some- 
times if falls to a dollar which is about the cost of raising and market- 
ing those onions, that they have a hedge and that they can then buy 
a “ hedge and merchandise their onions at a dollar and are still 
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Mr. Kine. With respect to perishability, how many onions were 
left in Chicago at the end of March trading which had perished inso- 
far as grades are concerned ? 

Mr. Harris. You know, strangely enough all of those onions were 
used. Some of the fellows who took delivery of the cheapest onions 
made some money on them. 

Mr. Kine. But you admit that there was a great part of this onion 
supply left in Chicago which could not meet grades when it actually 
came out for delivery ? 

Mr. Harris. I know this, that some were reworked to make grade, 
some didn’t grade; that is right. 

Mr. Kina. Incidentally, 1 would like to ask a question; when you 
talk about Chicago, is it usual that the Chicago onions are in their 
second storage? Isn’t that one of the defects of the Chicago business? 

Mr. Harris. The next witness can answer that better than I. 

Mr. K1ne. They have been moved into Chicago from some other 
storage generall ? 

r. Harris. i would say if it happens late in the season, that would 
necessarily be true. If it hapten early in the season it would not 
necessarily be true. 

Mr. Kine. Well now, with respect to the rules which might be 
changed, CEA has very limited authority in ordering changes of 
rules. CEA’s authority is limited to pretty nearly just the aspect of 
conspiracy to manipulate. 

But yet they can order rules that they think would affect the op- 
portunity for that particular thing. That is about all of the authority 
they have. They say they do not have the authority to limit the 
trading period, for instance. And that brings me to the question, what 
do you contemplate with respect to all of the argument against open- 
ing onion futures before the crop is ever planted? 

Mr. Harris. I am open-minded on that and I think our board is, 
too. I don’t think it would help anyone for us to do that; personally 
I think it is a good thing for the growers to have January onions 
opened right now so that on can oles if they like to. 

As to encouraging production : I don’t like to take up any more time 
but I would like to say this: Agricultural commodities, not just onions 
but everyone up and down the line, when prices go down, the farmer 
does not necessarily plant less. You know that, being a farmer. 
That isn’t just onions. 

Low prices in themselves or a lack of high price showing won’t 
keep the man from planting onions. 

Mr. Kine. No, that is just what the political supporters of farm 
subsidies say, that lower prices do not decrease acreage. 

Mr. Harris. It does not. 

Mr. Kine. But lower prices do decrease acreage. You couldn’t 
argue that free enterprisers are so stupid that they don’t measure 
their operations by profit opportunity. When they are measuring 
their operations by profit opportunity they do plant less of a crop 
when they see the least profit opportunity. 

Mr. Harris. I believe you are right. I certainly hope you are on 
that, but I’d like to make this point, and I don’t care to argue it be- 
cause again I hope you are right: 
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If Iam an onion farmer and nothing but that, and I have a certain 
amount of muck land and the futures price is $2, I will = my land, 
wont I? If it is $1 I will plant my land, too, I think, or move on. 

Mr. Kine. Very few onion growers of that class cannot shift to 
something else. I mean, the effect of lower prices is less production. 
That is the only legitimate influence that should be injected into agri- 
cultural production, less incentive, less crop. 

I wonder if you are willing to approach the matter as you have 
suggene as a compromise by saying here how far the exchange 
might go in the setting up of new rules that would meet the objections 
of the growers ? 

Mr. cee: We would go all the way for any constructive changes 
in the rules. 

Early in the questioning you asked me about cooperating with the 
CEA. I think we have cooperated very will with the CEA and will 
continue. 

You asked about cooperating with Mr. Baldwin. I want to say 
this: We are glad to sit down with him anytime. I believe that Mr. 
Baldwin will tell you this, that when you take a list of these rules 
changes and you look at them one year, and another year goes by and 
you have a different crop condition, sometimes you might be glad 
you didn’t make the change. 

We will cooperate with everybody in the industry and will cer- 
tainly continue to cooperate with the CEA. I don’t claim we are 


erfect. I am sure that this apparent discord between us and the 
industry or the growing element or shipping element, is something 


to which we must have contributed. 

Mr. Kine. One more question and then I am finished. 

I would just like for you to mention once more the constitutional 
angle of this law. Do you have a conviction on it that is based upon 
any past ruling ? 

r. Harris. I have very strong convictions, sir. We have lived in 
rather interesting times during my life, and 35 years ago there were 
a lot of things that we said can’t be done. 

I would be very brash if I sat here and said we could not be put 
out of business because maybe we can. 

Mr. Kine. If this bill should happen to pass, you would at least 
contest the constitutionality of it ? 

Mr. Harris. I would recommend it, sir. 

Mr. Kina. That is all. 

Mr. Grant. Just a moment, please. Mr. Heimburger of the com- 
mittee, the counsel, wants to ask a question. 

Mr. Hermpurcer. I won’t take but a minute, and I don’t think we 
need to go far into the philosophy of it. 

I wonder if there is not a third factor which you might consider 
as entering into the basic desirability of having a futures market 
in a commodity. Mr. King mentioned two, the geographic base, and 
perishability. 

Isn’t it desirable also that there be a mutuality between consumer 
and producer of the need for a futures market. What I mean by 
that is this: 

In cotton, in the grains, I think in the fats and oils, too, and possibly 
in most of the things which are traded in the futures market, process- 
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ing is required of those commodities after they have been acquired 
by someone beyond the area of production. 

Processing is required after they leave your market, let us say, 
although the commodity is not physically in there. There are huge 
millers of wheat, there are sizable companies engaged in the spinning 
of cotton. There are some pretty sizable companies manufacturing 
oleomargine. 

It seems to me that there is a difference between potatoes and onions 
and other commodities in that respect. Potatoes and onions, I believe 
I am correct, move with very little or no processing to the consumer. 

I don’t know of any, personally, of any big users of potatoes and 
onions who would be in the class of Lever Bros. or Procter & Gamble 
or some of the big grain companies using the other commodities. 

Just from your experience with the commodities market, do you 
think that that is a factor which should be considered, too, in deter- 
mining the basic desirability of a commodity for futures trading? 

Mr. Harris. I think ae has to be and is considered as to 
the mutuality of interest. I think there is as much in onions as in 
anything else. I realize at the moment there is discord between 
one element of the industry and another. But I want to point out 
that between 1880 and 1920 there were 200 bills introduced in Congress, 
to ban futures trading. So was there mutuality of interest at that 
time ¢ 

They were not introduced because the processors and people were 
happy. The oo fought the futures market down to the wire 
and right now they are doing it. The growers like it. They bought 
beans better or they thought they did. 

As to the processing of onions and potatoes, I know that has been 
a point that has been made. But I heard a witness here earlier this 
week say that the processors of onions, that is the canners and de- 
hydrators, et cetera, were getting very smart and beginning to buy 
on these price rates. And I know this, that as far as ere po- 
tatoes—and I certainly am no expert—that more and more of the 
large companies are taking potatoes and putting them into condition 
to g° into restaurants ready to cook, some precooked and into cans 
and into homes. 

We have these little boiled potatoes in cans. I had some the other 
day. They are very good. e have dehydrated potatoes. They 
are not too bad. 

Mr. Hermeurcer. This is true. I agree with you that this new 
business of rather sizable companies, buying potatoes in quantities 
and peeling them and delivering to restaurants and other retail users 
is growing and it is quite an industry. 

sn’t it true, in general now, that there are fewer large consumers 
of the onions and potatoes relatively than there are of these other 
commodities that you can think of ? 

Mr. Harrts. I think our egg market is one of the finest futures 
markets in the world. That ee ae reg in a preconceived container 
and comes to you at breakfast freshly broken in a very wonderful 
condition. 

There is some processing of eggs as there is with onions and potatoes. 

Mr. orceER. I take it that your answer is that you feel that 
the egg market is in the same category as to there not being any large 
consumers as potatoes and onions 
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Mr. Harris. I think there are individual difference in all of these— 
all of these commodities, just like you and I are different. But we 
still are subservant to the same fundamentals of life. 

Mr. Hermsvurcer. I don’t want to drag this out. 

Do you believe now, just give me your honest feeling on the thing 
and briefly—— 

Mr. Harris. I will give you no other. 

Mr. Hermsurcer. I know that you will. That this is one of the 
factors which would enter into determining the desirability of a 
futures market in a commodity ? 

Mr. Harris. I think that as this thing is considered and studied, 
that every other factor should be considered. But the wonderful 
thing about the onion market is that it does work. It does offer price 
protection. It does offer price insurance, and it is there for growers, 
processors to use. 

And we happen to have in this country many people eager to specu- 
late, apparently, and they certainly give these people in the industry 
every opportunity to hedge in ened times. 

Mr. Hermpurcer. Thank you very much. 

Mr. Harris. Thank you, sir. 

Mr. McIntieez. I recall while we were in Chicago, and I am sure 
you were there, a fellow who came before us—I don’t remember 
whether he was currently a member of your board or not—and he 
made the remark that he might be disciplined for this statement that 
he was tomake. I don’t remember who he was. 

Mr. Harris. I do, sir. 

Mr. McIntire. Probably you do. I do not know whether I should 
ask if he has been or not disciplined. I am sure he has not. 

I am sure there has been an awful lot of rumor, as you have indi- 
cated, quite a lot of heat generated in this whole issue. But one of 
the rumors that I have run across which has intrigued me because of 
the observation of this fellow—which he may have made somewhat 
facetiously—is that back in 1951, there was a substantial change in 
market and there were some shorts that got under cover quite con- 
veniently through the way the market happened to go, and that there 
was a member of your board who was critical of the exchange for 
oe permitted such a thing and that he was disciplined by your 
board. 

I am sure there is no truth in that; is there? 

Mr. Harris. You brought up a very interesting thing. You are 
referring to our very good friend, Mr. William Piowaty. 

Mr. McIntire. I do not know. 

Mr. Harris. I do, sir. And he happens to be the individual in- 
volved in it. I do not want any bad connotation used around the 
word “involved.” I believe that in 1951, that was 2 years prior to my 
coming there, that he may have been suspended and the suspension 
suspended. It never took effect. 

As a matter of fact, I think he ran a column in the newspaper the 
next day. I think he is living proof of the fact that we are not an 
Ivy League Club or something of the sort where we keep them out 
or throw them out for having opinions. 

Mr. McIntire. He was suspended for having an opinion; was he? 

Mr. Harris. I was not there. I have heard this rumor and story 
myself, but as I remember the story, it never took effect. I think he 
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placed some publicity in it, something that was derogatory to the 
exchange. 

a in the old days in cotton market they probably would have 
expelled him. We are in a more enlightened time. 

Mr. McIntire. Thank you very much. 

Mr. Kine. Since the subject is before us, he was expelled and simply 
on a public relations basis for criticizing the exchange; was he not? 

Mr. Harris. I said earlier I think we need better public relations. 

at: Kine. He was not good for the institution or something like 
that ¢ 

Mr. Harris. I don’t think it ever took effect, Mr. King. 

Mr. Grant. Well, thank you very much. 

Mr. Kine. I would like to ask one more question. Do you person- 
ally know of any attempts in the last 4 years on the part of 1 or more 
traders to deliberately rig this onion market by accumulating commit- 
ments in excess of the total supply of onions? 

Mr. Harris. May I ask you this: Do you mean anyone has bought 
more onions or sold more onions than there are ? 

Mr. Kine. Iam meaning to imply strictly manipulation. 

Mr. Harris. Incidental. , I did not ask that facetiously. I didn’t 
understand your question. 

Mr. Kine. I am meaning to ask you if you have personal know]l- 
edge during the last 4 or 5 years of individuals creating a pool or 
cooperative action to accumulate commitments in excess of the total 
supply of onions that could possibly be delivered ¢ 

Mr. Harris. I don’t know of any attempts that would fit that de- 
scription, sir. There have been obvious attempts to manipulate the 
market, I would say generally unsuccessful ones. How they would 
have more than the available supply around there I can’t imagine. 
I can’t think of any commitment that was ever on the books that ap- 
proached that, sir. 

Mr. Kine. Do you consider it quite regular then that important 
traders on the onion exchange attempt manipulation? I know you 
will say to their sorrow. But is that more or less a regular thing on 
the onion exchange to have parties, one to half a dozen of them, con- 
spiring to force the market one way or another for their own benefit ? 

Mr. Harris. I think that people will strive to take unfair advan- 
tage in any matter where competition exists or where an opportunity 
for profit exists. I think that it is a cruel thing that that is the case. 
But I know you agree with me, that these competitive forces meet- 
ing head on, have social benefits that are sort of accidental, much 
better than having the whole thing planned out. 

In these changes we made in our onion rules, we put speculative 
limits of 300 overall, November 200, January 150, February 100, March 
100. And I fear that the CEA will very soon set limits even smaller. 
If these rumors you have heard and these rumors that I have heard 
are true, this I believe is the remedy for it, sir. 

Mr. Kine. You recognize, do you not, that the basis of all of this 
proposition is the belief that there are many principal traders in 
onions who do attempt to manipulate by influencing the market in 
behalf of their own accumulated commitments, and that that has 
been so consistent and so regular in the last 5 years that it has dis- 
torted the market extremely, and, to that extent, it becomes a very 
poor guide for the general merchandising and marketing of onions. 
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That is the basis of the whole charge. I am asking you only that 
you recognize that that is the basis of all of this argument, even if 
you do not agree with the charge. 

Mr. Harris. I am not sure it is the basis of all of the argument, 
sir. I know it is said to be. I do not think that the market has— 
well there are the facts. I mean, the cash and the futures market 
have been pretty close together at all times. 

No, I don’t think that is the case. It may bein part. But I think 
there are people who believe, and I think they are wrong, but I say 
that without any malice, who believe that if we didn’t have a futures 
market that the good old days would be back. I don’t think we ever 
go back to the good old days. 

Mr. Kine. Well now, in what respect were the good old days worse 
than the present days in onion merchandising in this country ¢ 

Mr. Harris. Sir, I would prefer that you ask that of some of the 
other witnesses. I have only been with this industry 30 years and 
then as a futures market specialist, and you know more about onions 
than I will ever know, sir. 

Mr. Kine. May we rest on that? 

Mr. Grant. A good ground to stop. 

We will recess now until 2 o’clock. 

(Whereupon, at 12:30 p. m., the committee recessed, to reconvene 
at 2 p. m., this day. 

AFTERNOON SESSION 


Mr. Grant. The subcommittee will come to order. 
I believe Mr. H. I. Henner is next. 


STATEMENT OF H. I. HENNER, MEMBER, CHICAGO MERCANTILE 
EXCHANGE, CHICAGO, ILL. 


Mr. Henner. Mr. Chairman and members of the committee: I 
am H. I. Henner, a member of the Chicago Mercantile Exchange, one 
of its governors, and a member in good standing of the National 
Onion Association. I have worked continuously for 13 years as a 
broker in onion futures on the floor of the exchange as well as with 
the onion industry. 

My testimony will attempt to show how an onion futures market 
was a logical and inevitable development of modern business and an 
aid to the onion industry. Organizations representing other com- 
modities have sent delegations to the Chicago Mercantile Exchange 
asking for listing. 

The Florida orangegrowers and the shrimp fisheries of the Ameri- 
cas are two of the groups mentioned above. Both organizations were 
badly in need of a futures market for hedging purposes and financing. 
To quote the National Onion Association : 

Not many years ago onion production in the United States was regarded as a 
minor crop in the overall commercial vegetable industry. Today, production 
of onions is an indusry in itself. It has become a major vegetable crop with 
all the attendant complexities and problems of marketing and distribution. 
For example, the 1931 f. o. b. price was generally $4.50 to $5 per 50-pound bag 
while in 1951, one of the most prosperous years in history, f. 0. b. prices were 
65 to 75 cents per 50-pound bag. 

With this background it was inevitable that a futures market would 
be established where people outside the onion industry would be will- 
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ing to assume part of the risk for an opportunity for speculative 
profit, and the farmer would be glad to accept this price insurance. 

The opening of futures trading in onions in 1942 was during the 
war period and nothing much occurred until ceiling prices were lifted. 
The 1947-48 season, when prices reached a high of $6.60 per bag, 
brought the attention of this market vividly to the country. 

The farmers generally had not learned to use the futures market. 
During 1949 prices were high early in the season and some farmers 
hedged but did not finance their hedges properly and so did not re- 
ceive the price insurance they had hoped for. 

From then on more and more farmers learned that if they could 
not get their banks to finance their hedges, many brokerage houses, 
members of the Chicago Mercantile Exchange, would finance’ their 
hedges until they were able to deliver. 

During the past season when prices reached the lowest recorded 
level, many farmers were able to reap a good profit from their onions 
because they had already sold futures contracts on the exchange. 

A few misguided individuals have seized on the plight of the onion 
industry to whip up a hate campaign against the exchange. One 
does not discredit the fire-insurance business because one’s house has 
burned down and it was not insured. 

Neither should futures trading be discredited because some onion 
growers did not take price insurance by selling futures on the Chicago 
Mercantile Exchange. 

The National Onion Association and many onion growers are now 
united for the first time and this can be as a constructive rather 
than a destructive force. Many of the ills of the industry come from 
technological development, improved merchandising methods, insecti- 
cides, weed killers, et cetera, which now make for a large crop and 
little waste, while in former years there would have been a shortage. 

The onion farmer would do well to ask the Government for aid 
in increasing the consumption of onions rather than eliminating price 
insurance. An advertising campaign to increase the consumption 
of onions may do much to get rid of any ible surplus. 

This article was posted all morning. e article in my hand, which 
appeared in the supplement of the Chicago Tribune, is offered as 
an example of how greater consumption of onions may be promoted, 
entitled “A Good Cook Needs Onions.” 

I urge the Congress to deliberate well before taking action to elimi- 
nate an organized market now under Government controls. To go 
a to a haphazard market would certainly spell chaos to the onion 
industry. 

Mr. Grant. Mr. McIntire. 

Mr. McIntire. When Mr. Harris was testifying, Mr. Henner, I 
asked, I think, if I remember correctly, for some thoughts on this 
matter of storage in Chicago. 

Will you elaborate on the justification for that? 

Mr. Henner. You asked him about the change that we made, or 
about the delivery point being Chicago? 

Mr. McIntme. Well, yes. 

Mr. Henner. You asked two questions, 

Mr. McIntire. In relation to this storage matter, I asked if the fact 
that in the 1956 contract there was an increase in the charge or dis- 
count, or an increase in the fee for delivery out of storage, if that 
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could be assumed to indicate that the intent of the exchange was to 
make storage in Chicago difficult, and that the exchange felt as though 
storage was detrimental to sound trading? 

Mr. Henner. I think I understand your question, Mr. McIntire. 

Personally, as a governor of the exchange, I opposed that change. 

he en Ft us get the figure. What was the previous 
figure 

Mr. Henner. Onions delivered at par out of Chicago warehouse, 
if they graded U.S. No. 1, 65 percent and so on. 

Mr. McIntme. The 1956 contract is different than that in what 
respect ? 

Mr. Henner. That anyone delivering out of a warehouse, not only 
Chicago, any approved warehouse, must allow 25 cents per bag to the 
buyer. 

he reason that that came about was that we did have too many 
onions than the market could comfortably take care of, stored in 
Chicago, for some reason or another. And track onions—onions de- 
livered on track—sometimes bring a premium, especially in a poor 
market, because they are assumed to be freshly packed. 

In other words, if you store onions in Gracent bags in the Chicago 
warehouse and they are there for a few months, there may be a few 
bad onions in each bag. 

The man grading as out in the country would throw out the bad 
ones and get at them. 

The hazard of storing in Chicago is very great because if you lose 
5 percent, if you have 5 percent shrink in Chicago warehouse, then 
you will have to rework all of your cars. If you have a 5 percent 
shrink on 100 cars out in the country, or that volume, say, 30,000 bags, 
or 60,000 bags, you only lose 5 percent of it, because you throw that 
many out, but here the 100 cars stored in Chicago would have to be 
reworked. 

So the hazards are very great to the man that stores them there. 

Furthermore, the onions stored in Chicago are kept better than the ' 
onions out in the country. The only difference is that one is freshly 

acked and the other is not. But they are still very good onions, 
ause they have to make grade. 

Mr. McIntire. Is there not another substantial difference, in that 
they are in position for delivery immediately ? 

Mr. Henner. The man has paid for that advantage. He has paid 
the freight into Chicago. 

He has also paid the sonage charges on those onions. And he is 
holding them in positions where he will get the best demand. He 
thinks that will be the best demand for them. 

Mr. McIntire. If he is on the board, is short, and needs to make 
delivery, the fact that he has those onions in Chicago facilitates his 


baa 9g) Aas it not? 
Mr. nER. That is why he went short and he paid the price to 
put them in position, so that whoever wanted them could have them. 
He would command a better price for them. 
Mr. McIntire. That is why he went short. That is why he was 
long enough in his planning to have them in Chicago; is that right? 
r. Henner. I don’t agree with that. The man sold them short as 
a hedge against the actual onions and took out price insurance, as we 
call it, so that his loss on those onions was limited. 
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If he sold more and beyond that amount, that is something else. He 
was speculating then. 

Mr. McIntire. Were these holders of onions in storage at Chicago 
people who are normally in the onion market, people who are looked 
to for a supply of onions for merchandising. 

Mr. Henner. Well, 1 don’t know how to give you a direct answer 
on that, because I don’t know who owns the onions in Chicago. 

My customers are people that are out in the country, and speculators 
in stock exchange houses, and so on. 

Our people keep their onions out on the farm; and I hedge them 
for them and they deliver the onions or they sell them elsewhere and 
they cover their hedge on the exchange. 

Mr. McIntire. Then in connection with your actual trading on 
the board, this facility. of storing in Chicago is of no consequence ¢ 

Mr. Henner. It is of consequence if there isn’t enough storage space 
out in the country. 

Mr. McIntire. Is there any question on that point? 

Mr. Henne. I think for a long time that the farmers didn’t have 
enough space to handle the crop, and they had to sell quite a bit at 
harvesttime. 

Mr. HecIntire. Are these onions that go into Chicago for storage, 
these six or eight hundred that went in the last year, are those onions 
that were taken out of temporary storage moved into Chicago at ap- 
proximately harvesttime and held there throughout the delivery period 
of the contract ? 

Mr. Henner. Did you want me to guess at that? 

Mr. McIntire. Yes. 

Mr. Henner. I don’t really know that they were those kind, because 
in this year’s deal a lot of crazy things happened. People that should 
ordinarily hedge onions were buying onions. People that had onions 
in their own warehouses were buying the onions in the Chicago ware- 
houses to add to their line. And it got awfully mixed up. 

Mr. McIntire. Let me ask you this: There is no place for a car of 
onions in Chicago from a practical standpoint, a merchandising stand- 
»0int—there is no place for a car in Chicago and no good reason for 
it to be there, unless it is in there for distribution or diversion ; is that 
right? 

Mr. Henner. No, sir. There is a good reason for a car being in 
storage in Chicago. 

Mr. McIntiee. What? 

Mr. Henner. If you do not permit it, you will not have any buyers 
in the market, because if I have buyers in the market that feel that 
perhaps in November the price is too low, they will take mee? on 
them, put them into a warehouse and wait until March to sell them 

If they didn’t have that, they wouldn’t be buyers in that market, 
and you would hurt the whole industry because you would chase all 
of your buyers away. 

There is a definite reason for onions being in warehouses in Chicago. 

We have doctors, lawyers, everyone that wants to assume the price 
risk on these onions that the farmer wants to give up. He wants to 
give up the risk for a guaranty that he will get the price that he has 
set on them, where he sells it. 

And these people, just as if they were buying stocks, they took 
them outright and put them in the safety deposit box and waited 
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until such a time as the market would be right for them to sell. The 
man does that with onions, too. 

Mr. MoIntie. Well, if you have a doctor in Chicago who ap- 
parently wants to share with a producer in New York State the risk 
of producing onions, I question his sincere interest in sharing that 
risk. In buying the car, he automatically assumes a part of the risk, 
but I think it is fair to assume that that doctor wants a car of onions 
about as badly as nothing at all. 

Now, how does that relate to permitting six or eight hundred cars 
to lay in storage in Chicago and be ready for delivery any time a short 
wants to buy it up and deliver it? How is your parallel of the doctor 
wanting to share a risk with a producer related to the storage problem 
in Chicago. 

Do you think he wants that car in Chicago, to pay storage on it? 

Mr. Henner. The doctor does not want the car, but he will take it 
and think that later on in the season that an unfortunate thing may 
happen in Texas and the Texas crop will be frozen out and he will 
get $3 instead of taking 75 cents for it, when everybody is trying to 
sell it in November, probably. He wants a place to store that car. 

Mr. McIntire. As contrasted with the potato deal in New York 
with which you are not unfamiliar, I am quite sure, contrasted with 
that—bear in mind New York uses an awful lot of potatoes every day, 
that is, New York City—there is no such arrangement as this for 
storage in New York on potatoes. 

Why is it necessary to have such an arrangement as this on onions? 
It seems to me that you are trying to capitalize on need for onions 
to be in storage in Chicago for the very normal merchandising func- 
tions, which some wholesaler may want to perform at some risk to 
himself with either a loss or profit. 

You are taking that perfectly normal function and are dovetailing 
it into your delivery privileges on the board. And when you do that 
are you not involving every car of onions that is in storage in Chicago, 
and are not those just as much an open interest factor on the board as 
the open interest is itself? ; 

Mr. Henner. Well, possibly, but those onions can go out of grade 
and they can’t be delivered. 

Mr. McIntire. Of course they can. I am just asking, do not they 
represent an open-interest effect, just exactly the same as does the open 
interest when you close off your trading that day? The trade knows 
they are there; do they not? 

Mr. Henner. I am pretty sure they know they are there, as well 
as they would know if they were on the farm out in Michigan or on a 
farm out in Minnesota. 

Mr. McIntire. That is all right. But if there is a car laying out 
in Minnesota, it is not available to be delivered that day by a short if 
he needs a car right then, is it? 

Mr. Henner. No; he can deliver it 3 days later, just as easily. 

Mr. McIntime. He has to make sure that he gets it in there in 3 
days. He has to go out to Minnesota to buy it which is an entirely 
different problem; is it not ? 

Mr. Henner. All he has to do is to telephone and say, “I will buy 
this car, put it on track—can you put one on track today or tomorrow 
for me ?’—and they will have it for him and it will be in practically 
overnight—into Chicago. 
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I am not going to try to prove to you that it is economically better 
to store onions in the Chicago warehouse than out in the country. 
I don’t think that that is ao Tostiees it is cheaper to carry them out 
there, and then you have a fresh pack. 

But there does come a time when it is absolutely essential that you 
should have a place where these onions are stored in Chicago and good 
for delivery. And they must make grade at that time. 

I would say this, that it is many, many more times necessary for 
the market to be a good market, to have onions in Chicago on that 
basis and pay the penalty for all of the storage charges. And if you 
eliminated it, I still maintain that you would eliminate a great many 
buyers out of your market if they had no place to go with the onions 
if they were delivered to them. 

The market would be much easier manipulated if you had no de- 
livery out of Chicago warehouses. Because if I decide that I am 
going to manipulate that market, I call half a dozen different points, 
maybe a dozen, and have them all load cars and I have 100 cars come 
into Chicago at one time. 

No one can take those cars all at once, because while the speculator 
or some of my customers might decide they would take them if they 
could put them in the warehouse in Chicago, because the manipulator 
has depressed the price too low and they are willing to pay the extra 
cost, but in this case, they won’t be able to do that because if we elimin- 
ate storing them in Chicago—— 

Mr. McIntire. Well, I won’t press the point. I cannot help but 
feel that until we get a fuller explanation, you just compound the 
problem of your open interest position so long as it is there. 

I cannot see how it can be anything else except to add to your open 
interest position. 

Mr. Henner. Futures trading is not a perfect vehicle, but it is so 
much better than haphazard trading that has been going on in the 
past, contracts being made, not kept, and by honest men, too, because 
they were broke by that time and they could not fulfill their contract, 
because trading on credit or selling more than they had or something 
like that—and I think that while you may find some fault with it, 
you will find that futures trading is a boon to the onion industry. 

And if you ever eliminate it, you cannot stop futures trading in an 
unregulated market. That is, that people wi out and make con- 
tracts all around which many of them will never keep. 

Mr. McIntire. I didn’t expect that was the kind of folks who were 
in the onion business. 

Mr. Henner. Well, you get the years of depression and people over- 
estimate their ability and they go broke and the fellow that you have 
been doing business with, and you have been buying from him all of 
this time, he loses his crop and he is an honest man—he loves his 
crop and he says to you, “Now, I owe you $10,000 and I can’t pay it.” 

at do you do with it then? If it was a contract hedge on the 
exchange, you will get paid right away and it is all guaranteed. 

Mr. MoIntire. That is all. 

Mr. Kine. I have a little difficulty, Mr. Henner, in trying to make 
up my mind whether you are trying to justify this 25-cent penalty or 
arguing that they should be in Chicago and, therefore, there should 
not be this 25-cent penalty. 
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Mr. Henner. I was arguing that there should not be this 25-cent 
penalty which was forced practically on the board by the group that 
was clamoring for some change, and that is the change they wanted. 

But I opposed it. I voted against it on the board of governors of 
the exchange, against this 25 cents, for the same reason that I gave 

ou before, that if there were too many onions on track you would 
ose all of your buyers. 

If there is no place to go with them, because there is the 25-cent 
penalty, you would knock the market down 25 cents more because of 
the 25-cent penalty for putting them into warehouse. 

You have to pay 15 cents right there, and the 25-cent penalty and 

our onions are at 40 cents disadvantage immediately, and you still 
haven’t ruled out track delivery. . 

So I think the help that the onion industry is seeking in this opera- 
tion is going to boomerang on them and it won’t be aie 

I will say this, that the majority, more than a majority of the 
board, practically unanimous, were for the exchange and putting the 


25-cent penalty on 

Mr. im. » fn not Chicago cold storage houses likely to be mad at 
you for putting it on? 

Mr. Mean They have been mad at me before for equalizing de- 
livery and out-of-town warehouse on eggs many years ago where they 
used to charge out-of-town delivery with the penalty. 

Mr. Krne. This penalty will decrease the accumulation of onions 
in Chicago and tend to keep them stored at the shipping point, will 
it not? 

Mr. Henner. Depending on the market. It might be just the oppo- 
site. They won’t be in Chicago warehouses right away but they will 
clutter up the tracks. 

So you have a bad market. Once they are stored they are out of 
the way, until such a time as the owner wants to get the market that 
he is looking for to sell them. 

Mr. Kine. That is based on the assumption there are enough ship- 
ping-point storages, which is probably true. | os PRicy 

Mr. Henner, you opened your statement with an implication that 
futures trading had taken chaos out of the onion business and then 
you wound up your statement by saying if we destroyed futures trad- 
ing, the industry would be back in chaos. ; 

As I sort of followed the onion business over a period of years it 
would be hard for me to detect if there has been any less chaos in the 
onion business in the last 5 years than there was before. 

Mr. Hennrr. I think I qualified my statement and told you why 
the chaos in the business, how it came about. That was through tech- 
nological developments. You do not have the waste that you used 
to have. And you most certainly must have had a decline in the con- 
sumption of onions, because you are consuming the same number of 
onions today that you did 10 years ago and have had a 15 million 
increase in your population. ; 

So, therefore, there must be a drop in consumption of onions. And 
they continue to produce the same amount of onions but not enough 
less to create a good market. 

There used to be a tremendous amount of waste to onions when 
they used to dump these 50 pounds of onions into a wooden box in 
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every grocery store and everyone handled them. By the time they 
got two-thirds through they would throw the other third out. 

Now, they pe all of the junk, all of the culls and everything else in 
these 3-pound pliofilm bags. 

I don’t think my wife has had a good onion in the house for about 
a year, because we keep on buying these 3-pound bags with the junk 
in it. Those are the onions if they would throw out at the beginning 
of the season, if they would throw all of their culls out they would 
get $3 a bag for their onions every year, if not more. 

Mr. Kina. What you have just said seems to me is a little contradic- 
tion of what you said in your.statement, with respect to the develop- 
ment of consumer consumption through orderly marketing. 

What you say now confirms the fact there is really nothing about 
futures trading that will increase consumption of onions. 

Mr. Henner. I wouldn’t stay here and tell you that the futures 
trading is going to help the consumption of onions unless the futures 
market gives them a lot of money for advertising. 

But the futures market is only price insurance, as I see it. Some 
people want to do other things with it. I don’t know about that. 

What I was trying to suggest is the same thing that happened to the 
cranberry business, that “eat more cranberries” has developed a tre- 
mendous demand for them. 

There are dozens of uses for onions that could be publicized that 
would increase the consumption. That is the important point. I 
think it is wonderful the way this National Onion Association has 
gone to work and united this whole group. It is just too bad they are 
going at the wrong end of this business. 

Mr. Krne. The trouble with all of those campaigns is that collec- 
tively they offset one another, because about the only way of actually 
increasing food consumption in this country would be to popularize 
obesity. 

Mr. Henner. You are going to get a lot. of advertising agencies mad 
at you. 

Mr. Kina. Mr. Henner, let me ask you this question: Are you per- 
sonally familiar with attempts of manipulation in the onion market 
on the part of other individuals, of course, not yourself? 

Mr. Henner. I am strictly a broker’s broker. I should have clari- 
fied that in the statement. ; 

I represent brokerage houses. I represent the Uhlman Grain Co., 
Payne Weber Jackson, Shearson Hammel, and Den Whittier Co. and 
all of their wires come into us and we fill their orders for them. 

Mr. Krne. Have you ever handled orders, where you knew that the 
individuals buying were part of a combine deliberately set on estab- 
lishing a large position in the market, on one side and then exerting 
their influence in behalf of that position ? 

Mr. Henner. They would never give me such an order. I wouldn’t 
take it. I have never handled such an order. 

Mr. Krna. You don’t know of that ever being done? 

Mr. Hennrr. No, sir, They might walk into Payne Weber’s office 
in Boston and give them an order to buy 50 cars of onions or sell 50 
cars of onions, and when I got the order I won’t know whether it came 


from California or from Boston, or from some other place. 
A manipulator might do that through one of the houses unbeknown 
to the house and unbeknown to me. But I have never handled any of 
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the orders for any of these, in any of these situations which may or 
may not exist that you have described. 

Mr. Kine. Did you ever know of a member of the exchange going 
out to an outsider who had onions and offering him 10 cents premium 
over the market if he would immediately ship them in for delivery ? 

Mr. Henner. Through hearsay. 

Mr. Kine. You would call that rather a deliberate attempt to knock 
the market down, would you not? 

Mr. HENNER. I don’t think you should have me judge what is in 
that man’s mind. He may have needed those onions for immediate 
shipment some place. Maybe he had a contract to fill. What he 
used those for, I don’t know. 

You would have to bring the specific case before the board; if you 
found such a case, the board might act on it by suspending the mem- 
ber for trying to manipulate the market. 

We have a rule which says an attempt to manipulate or attempt to 
corner the market is a violation of our rules. 

Mr. Kina. If he really had a legitimate home for them he would 
not want them shipped in for delivery on Chicago exchange. 

Mr. Henner. I handle a lot of onions, actual onions for a group 
in Minnesota where they would call me and say they had so many 
cars graded today, I w rould sell so many on the board, they are shipping 
them in for delivery on the exchange, because that is the best market 
in the country. They couldn’t find any better market. I have 
handled hundreds of cars that way. 

Mr. Kina. One more final question. 

You spoke a moment ago of what might happen if you didn’t have 
onions in Chicago, that it would be easy for you to get on the telephone 
and call a few country points and get a hundred cars of onions 
shipped into the market, and that w ould ruin the market. 

Does not that sort of confirm the fact onions are such a minor 
commodity and so limited in quantity that they should not be traded 
in futures, when you can break a market drastically with 100 cars— 
and I know it does not take a hundred cars—but do you think that 
the wheat futures market or the corn futures market could be affected 
by the movement of 100 cars? 

Mr. Henner. I just took the hundred-car figure. Sometimes a 
thousand cars in Chicago would not break the market, if there was 
an outlet for them. 

I just happened to pick that figure. 

There have been times when there were more than 100 cars and the 
market held up. 

In January of 1950, one organization took delivery on 1,007 cars of 
onions and held the market at $3. And every grower in the country 
could have sold to him and he held it there. It didn’t break the mar- 
ket. He lost a lot of money later because he misjudged the market. 

Mr. Kine. I probably remember that incident, too. You do not 
mean he had 1,000 cars of onions in Chicago? 

Mr. Henner. I think there were 1 007, to be exact, if my memory 
served me right. 

Mr. Kina. It would be disastrous, as it was in that case. 
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Mr. Henner, I thought you just said that there are times when 
even a thousand cars would not break the market? 

Mr. Henner. It didn’t break it for quite a while. There was quite 
a spell before it broke down. I think he merchandised a lot of those 
onions at a good figure, but the market never would have been $3 if 
he didn’t stand there and take it. The farmer would only have gotten 
about a dollar and a half for them, anyway. In this way they all 
got $3 for them. 

Mr. Kina. Do you agree there are periods in trading on the exchange 
when there are not 400 cars of onions in the United States deliverable 
on those contracts? 

Mr. Henner. I think there the less there are and the more demand 
there is the more active the trading would be toward the end of any 
one of these deals. 

Mr. Kina. The easier it would be, also, to hold a position that would 
definitely distort the market. 

Mr. Henner. Well, if there is any distortion to the market, which 
I do not want to dwell on right now, there are so many good things 
that happen because of having that market there all of the time, and 
that is the price insurance that the people have had, that wanted to 
sell out their onions, and they hedged their stuff. 

You say it is a manipulation. Sometimes you can buy a thousand 
cars in the market, and you do not change the market and sometimes 
three cars will make a terrific change. It all depends upon the cir- 
cumstances. 

Sure, if we only have a couple of hundred cars left, and it looks 
like Texas is going to have a freeze and you are into March, why 
sure, there would be a tremendous amount of speculation in those 
last few cars. 

Mr. Kina. That is all. 

Mr. McIntire. I have one short question. 

You mentioned that you were sort of a broker’s broker. Do you 
think that there should be a rule, as one of the rules of the exchange 
that if a customer of a broker is found to have violated the rules and 
suspended from trading or eliminated from his trading privilege, that 
the same penalty should apply to the broker who has participated in 
his behalf in the transaction ¢ 

Mr. Henner. Well, if it is with his knowledge and he aided and he 
abetted the thing, yes; but you take my situation: Somebody may be 
committing a wrong act that would cause the CEA to do something 
to him and he is in San Francisco. When I get the order, I don’t 
know who it is. I have filled the order. 

Would you say that maybe the man was over his limit, this order 
puts him over the CEA limit? I would have no way of knowing that. 
Should I be punished? I don’t like to answer — question with a 
question, but you won’t want to punish me for filling this order. 


Had I the knowledge that this man was over the limit, and I de- 
liberately filled his order, I should be suspended. 

Mr. McIntme. That is all. Thank you. 

Mr. Grant. Thank you very much. 

Mr. Henner. Thank you. 

Mr. Grant. Mr. John D. Terpstra. 
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STATEMENT OF JOHN D. TERPSTRA, MEMBER, CHICAGO MERCAN- 


TILE EXCHANGE, PRESIDENT, JOHN D. TERPSTRA & CO., CHICAGO, 
ILL. 


Mr. Terpstra. My name is John D. Terpstra, president of John D. 
Terpstra & Co., located at 110 North Franklin Street, Chicago, II1., 
dealing chiefly in onions. I am a member of the Chicago Mercantile 
Exchange and have been on the onion committee of this exchange since 
January 1954. 

I was born at Munster, Ind., in Lake County, on a small truck farm 
and learned about onions at approximately the age of 6, weeding them. 

I stayed on the farm until 1949. At the age of 12 I was selling 
retail and wholesale vegetables to the South Water Market in Chicago 
to the commission house. These vegetables included onions. 

I might mention here that onions were not the only commodity that 
was dumped because at a certain time of the season the supply was 
greater than the demand. Many times it was a disappointing experi- 
ence to bring a load of produce to market and several days later ave 
half of it back and dump it on the field. As there was no exchange to 
blame, my dad would call the commission merchant and blame Sin. 

In 1938 I became acquainted with a Chicago carlot dealer and 
during the off season worked for them buying, handling, and grad- 
ing onions. From 1941 to 1949 I handled what we called the local 
deal for them, loading carlots of onions grown in our community, from 
50 to 100 cars a season. 

In 1949 I started in business for myself and had a joint account 
deal with a Chicago firm, mainly packaging of onions. There I 
became acquainted with the Chicago Mercantile Exchange and the 
benefits of hedging and the disappointment of speculating when the 
market did not go one’s way. 

For 4 years we had a successful packaging operation but would 
lose a good deal of our profit trying to figure out markets, in other 
words, speculating. 

In 1953 it became apparent that the grower was fast taking over 
our business and we could not compete much longer with our in- 
creased cost and handling charges, et cetera, with the f. o. b. grower- 


shipper. 

1 th fall of 1953 I received financial backing from a Chicago firm 
to buy onions. The firm would hedge them in their name. They 
would finance as many onions as I cared to handle, provided they 
would be hedged at all times on the exchange. 

In December of 1953, I purchased my membership on the Chicago 
Mercantile Exchange, and in January of 1954, John D. Terpstra & 
Co. was incorporated. In the past 2 years our business has been 
mainly buying onions in the country and hedging them on the 
Chicago Mercantile Exchange. 

Our interests are mostly in the States of Minnesota, Wisconsin, 
Michigan, New York, and Oregon. We are always in the market to 

urchase onions at a small gain, from growers, provided we can 
fed them, or we always have onions for sale provided we can lift 
our hedges and realize a small gain or no loss. 

The exchange has made this market possible for us and our grower 
accounts. They can sell us any time during trading hours and give 
us an option to sell so many onions at a guaranteed price. 
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Or if a buyer is on their farm, they can call us to find out where 
they can sell to their best advantage. 

Since we have started in 1953, we have not lost a customer or any- 
one who is not satisfied with our operation. Not one grower who 
used the board properly, that is for hedging purposes only, is in 
difficulty today. This I know is not true of all growers, This group 
is possinly in the ST, 

n some cases this is due to growers not having finances to hedge 
and not knowing where to go, and possibly a few others completely 
ignorant of the advantage to be had by using the exchange. 

However, I would state at this time that most growers did not take 
advantage of the facilities that were available to them to sell their 
onions at good prices. In fact, in the Elba, N. Y., area, we paid the 
highest price paid for onions—$1.50 to $1.65 per crate this past sea- 
son. This is equivalent to $2.25 to $2.40 per 50-pound sack delivered 
Chicago. We were willing to buy several hundred cars more than 
we purchased, which was 192 cars at Elba. Altogether, we owned 
about 700 cars of onions at one time at our peak, 

In the State of Michigan, we had some 160 cars; Minnesota, Iowa, 
and Wisconsin, making the balance. Now, why could we not buy more 
onions in Michigan and New York? It is very simple. The group 
who has so diligently crusaded for the abolition of futures trad- 
ing became the gambler that we are accused of being. 

If they had been only speculators, they would have purchased these 
good onions which they claim they grow in their own community, 
that could be purchased for less money than the exchange deliveries 
that have United States Department of Agriculture inspections. 

However, according to Mr. Frank Calarco of Elba, N. Y., testify- 
ing at the March 24 hearings in Chicago: “Showing rots, sprouts, 
peelers, soft onions, the buyer should be soft in the head to "64 this 
type of delivery.” 

I am sure, should the committee examine the investigations of the 
Commodity Exchange Authority, they would find that the few leaders. 
for the abolition of futures trading in onions did not have a carload 
of onions hedged, but were buying these Chicago deliveries on paper. 

Next thing, manipulation starts, of which we are also accused. 

Further investigation would also reveal that a group purehased a 
large block of onions in Chicago storages to keep them off the market. 
This may explain the 15-cent March onion deal. 

The cold storage onions which were delivered at $1.90 per bag im 
November, were held off the market until March by a group who 
paid $1.60 a bag in December. These onions were dumped on an 
already oversupplied old onion market all over the country, and 15 
cents was all they were worth because a new record crop was already 
in from Texas. 

We dumped 30 earlots of onions in New York State because there 
was no sale for them. But our onions were hedged, with no less to 
us or the grower. The speculators carried the risk for both of us. 

Even though two-thirds of the 1955 crop went to market at favor- 
able prices, we believe some corrections possible so that we do not 
have such erratic fluctuations during the season. 

I do not think the solution was given by the President of the Na- 
tional Onion Association at their annual meeting in Chicago in De- 
cember 1955, when he stated— 
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Where are the good old days when we used to get around a pot bellied stove 
and raise the price of onions 50 cents a day for.several days in a row. 

These few have been trying, I believe, to manipulate this same way 
on the exchange and, while the exchange was small, with some success. 

Now that the market is too big to be controlled and led by any 
individual or group, their opinion is that trading in onions on the 
exchange must be abolished. Many attempts were made to have the 
exchange change the rules every year to satisfy their personal 
interests. 

Failing in this, they now come to Congress, hoping by legislation, 
to abolish the trading of onions so they can go back to the “good 
old days.” Should their efforts succeed, it would, in my opinion, be 
the greatest loss the onion industry can experience. 

The onion grower’s situation is similar to that of most growers of 
other crops, namely, overproduction. This is a problem the exchange 
cannot solve for the grower. 

But speaking for the onion committee, I am sure that we would 
at all times sit down with any grower or group of growers who sin- 
cerely wish to discuss these problems with us to our mutual benefit. 

But we must at all times keep the market fair to the buyer and 
the seller if we are to maintain and keep the exchange the great 
asset it is to the onion industry. 

The exchange is blamed for overproduction. Even with average 
acreage according to USDA, down 7,000 to 8,000 acres in 1955 from 
the 1949-53 average, how come still too many onions? 

The 1955 crop was 29,970,000 bags (this could be revised higher). 


We are told, this should have been a high ogee year, despite the 


big early crop and a late Texas acreage which is more and more tak- 
ing market away from the late summer States. 

In my 30 years around onions, we have seen the package go from 
a 100-pound bag to 3-pound bag. The time from grower to retailer 
practically overnight, through modern transportation, efficient dis- 
tribution, mostly through chain and independent supermarkets. 

This has left the terminal operator and the carlot distributor 
practically out of the picture, and has no doubt saved a great many 
onions previously wasted. 

I might also include in here better storages in the country, better 
varieties of seeds and insecticides. 

In conclusion, the main objectors to the trading in onions on the 
Chicago Mercantile Exchange are grower speculators, carlot receivers, 
and distributors, and terminal operators. 

I firmly believe that no one can successfully exist in a free economy 
without performing a service. Judging by results only, the exchange 
is having a healthy growth every year and we hope to expand our 
educational program so more growers can benefit from the exchange. 

Members of the committee, I believe if the grower speculators, ter- 
minal operators, and a few other objectors would sincerely study 
if they are performing a service to the industry or are trying to exist 
on “The good old days,” I am sure they will find the exchange is not 
to blame for their difficulties. 

Thank you for the opportunity to present my side of the story. 

Mr. Grant. Since you started out at the age of 6, I think it can 
be pretty truthfully said that you have grown up in the onion business. 

Mr. Terrstra. More or less, yes. 
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Mr. Grant. Do you have any questions? 

Mr. McIntire. Would you care to comment, Mr. Terpstra, on this 
matter of storage in Chicago as part of the delivery privilege ? 

Mr. Terpstra. Mr. McIntire, on the onion committee, I voted for 
the 25-cent allowance for storage onions. The reason I did is that 
I think that Texas as it now is, with the new variety of seed and other 
things come in 4 to 5 weeks earlier than they used to come in; also, 
with the terminal operators more and more getting out of business, 
that is, the user of onions going directly to the country shipper it is 
no longer necessary to have cold storage onions in Chicago. 

In former years, as I mentioned here, in our packaging and opera- 
tion we stored some 150, 250 cars of onions in Chicago, in burlap bags, 
never intended for delivery on the Mercantile Exchange, but use in 
oroeening, 

We, and I think several others, have had to go out of the packaging 
operation for economic reasons only. That is, the grower today has 
the machine company and everyone else sets up machinery so they can 
put them right in the warehouse. They have less cost of labor and 
waste and handling. 

So I do not think it is economically sound today for us to store in 
Chicago; our packaging methods are changing. I think that the value 
of 25 cents a bag is what cold storage onions are worth, are worth less 
than the fresh pack. 

Mr. McIntiee. Of course, the trade knows they are there. Do you 
think that simply is just added from the trading point? 

Mr. Terpstra. Sir ? 

Mr. McIntire. The interpretations that go on every hour in the 
trading, don’t you think that the onions that are there in storage 
simply add to the open interest of the situation all of the time? 

r. Terpstra. No; I don’t think there is ever reason to have onions 
stores in Chicago. The only reason we had them stored this past 
season is that onions were selling in Chicago on the Mercantile Ex- 
change for 20 or 30 cents more than the cash market. It was impossible 
for us or anybody else to lift a hedge and merchandise it in the 
regular channels. 

o we delivered the onions. This is not true from January on. 
From January on anyone who had onions hedged could lift their 
hedge and merchandise them in the regular channels. 

Mr. McInrme. Is that type of a situation likely to prevail in those 
early winter months? 

r. Terpstra. I would not think so. If the growers on their part 
would use the exchange as it should be used and for ——- om Sa 
only and forget about speculating, then we would have, I think we 
would take aa of this erratic movement also out of the market. 

I would like to see 10,000 and 15,000 cars of onions hedged on the 
exchange. Let the speculator carry the onions on to October. In 
October he would lift his hedges and go through the regular trade 
channels or either the speculator has a profit because he was right or 
takes a loss. 

The grower then becomes the sort of balance that holds the market 
together either as he is lifting his h and putting them through 
the regular trade channels. If he does that I don’t think we will have 
any more trouble with the Mercantile Exchange or anything else. 
Mr. MoIntime. Thank you. 
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Mr. Hermpureer.. You said you found at one time here a few months 
ago it was impossible to lift your hedges. Why ! 

Mr. Terpstra. This was in November. 

Mr. Hermpurcer. Why was that? 

Mr. Terpstra. There was two definite reasons. We had some onions 
that we did not have permanent storage for. In another case, I believe 
in doing business the right way. They pay me $1.90 for Novem- 
ber. I will not hold onions until January for $1.85 and take that 
risk. That was the condition in last November. 

Mr. Hermpurcer. Maybe I don’t quite understand what you mean by 
the term lifting your hedge. Will you explain that? 

Mr. Terpstra. What I mean by lifting the hedge is when I sell a car 
of onions, through the merchandising channels, I immediately lift 
that hedge. This is also true when we buy a car of onions. 

If we buy a car of onions in Chicago or in the country, we do not 
buy it unless we immediately can hedge that car of onions on the 
Chicago Exchange. If we cannot lift our hedge and properly mer- 
chandise that car of onions, we have no other alternative but to deliver 
the car of onions. 

Our margin does not allow us to take a loss. 

Mr. Hermporcer. I can follow you that far but I still don’t know 
why, in my ignorance of these transactions, why it was impossible for 
you to lift your hedge on these cars last Senikes: 

Mr. . For this reason: The cash market where we could 
sell these onions was possibly around $1.65 a bag. The board was 
$1.90. We don’t make 25 cents a bag and we can’t afford to take that 
kind of a loss. 

In other words, the exchange price was 25 cents higher than the 
cash price; plus, the November price was 5 cents higher than the 
January price. We still did not deliver New York or Michigan 
onions. We delivered just a few Michigan onions. But our Minne- 
sota and other onions we had in temporary storage were delivered. 

Mr. Hermpureer. Thank you. 

Mr. Terrstra. Thank you. 

Mr. Kina. Mr. Deets, you seem to be a unique trader in the use 
of the exchange and I think es if transactions were limited to 
your type of operation that it would probably be a good thing. 

Apparently, at the same time, there are others who do not operate 
that way because in the third page, last paragraph, you mention fur- 
ther investigation would reveal that a group uonnares a large block 
of onions in Chicago storages to keep them off the market. is may 
explain the 15-cent March onion deal. 

Cold storage onions which were delivered at $1.90 per bag in November were 
held off the market until March for a group who paid $1.60 per bag in December, 
and these onions were dumped on an already oversupplied market. 

I do not expect you to identify them but it would be interesting to 
know who was in the group that showed such poor judgment. Your 
jeans seems to have been good all of the time. 

r. Terpstra. Is that a question ? 

Mr. Krxa. You can elaborate on it if you would like. 

Mr. Trrestra. I just want to say in the following statements we 
in Chicago are being accused by a good many people here both from 
the trade and some of the growers as manipulators, gamblers and 
the like. 
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I don’t think we are to blame half:as much as some of the grower 
speculators. We don’t hear from the others. 

But the growers when the market does not go their way, they think 
the rules have to be changed. Now they have come over to Congress, 
“We have got to get rid of it.” 

Mr. Kina. Are you implying that this group that you refer to was 
constituted by grower shippers ? 

Mr. Terpstra. Yes, sir. 

Mr. Kine. That would be very interesting. And quite contrary 
to my understanding. There might be a few doctors and lawyers in- 
volved, and rae terminal market speculators. 

Mr. Terpstra. Mr. King, I might ask you—I have some doctors and 
a few lawyers, but not too many—1my interest is chiefly with growers 
throughout the country. And I have found this, that the doctors and 
lawyers don’t care for deliveries, very seldom take deliveries. Finally 
it winds up deliveries sometimes ends up in the hands of some part 
of the trade. 

Mr. Kine. Is the ordinary speculator a weak holder? 

Mr. Trerrstra. A weak holder? 

Mr. Kine. Yes, because they do not want to take deliveries either. 
Mr. Trrrstra. I would say that you are correct that the ordina 
speculators; doctor, lawyer category, that he is a weak holder. I will 

agree with that. But this is the advantage of the exchange. 

In other words, this gives the grower shipper and any other one 
who operates a chance that when October—-latter part of October— 
maybe in the middle of October—this doctor, lawyer, he says, I don’t 
want no onions in November but I will take some in January. This 
aw us shippers and growers who use the exchange properly to go 

uy their hedges back on the exchange and merchandise them through 
the regular channels because the doctors and lawyers don’t want them. 

Mr. Kine. You seem to confirm my conviction that so much of this 
trading is done by people who haven’t the basic knowledge of produce 
merchandising and are not interested in the merchandising and really 
haven’t the basic intelligence to be good gamblers. 

Maybe your business exists on just catching suckers like that. The 
fact is, if they are weak holders, that contributes to sudden changes 
in the market. 

Mr. Terpstra. I would like to disagree with you on this basis: 
Supply and demand after all make every market. Your weakest 
holders that we have supply and demand for the grower, and who 
uses the board, and the speculator, will get a profit providing there 
isn’t enough onions and he was correct in his judgment. 

But what happens to us on the exchange, that I think causes more 
erratic markets is that when a group of growers and people who are 
in the industry feel there are too many onions and they start dump- 
ing and consigning and doing everything else—— 

Mr. Kine. Nobody believes——— 

Mr. Terpstra. As long as the grower has his onions hedged and he 
is lifting the onions and trying to market them in an ordinary way, 
you won’t have any disastrous prices until March when you wind up 
and find you have too many onions. This started in January and not 
in March this past season. 

Mr. Kina. The supply and demand will determine the final price, 
mainly at point of consumption. There is no question about that. 
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There is no way for the Government or an exchange to eliminate that 
basic factor of any economy. 

But as you inject into futures trading a fictitious demand, let us 
say a judgment that is wrong, you can say that they are likely to get 
burnt and they will pay for their misjudgment. 

But you have the element of distortion and misleading information 
going out all over the country that could have a dire effect upon orderly 
merchandising through wholesale channels. 

Actual onion wholesalers in the terminal markets are a factor in 
this trading, I know. They should be intelligent enough to be right, 
at least, 55 percent of the time or else they would not be in business 
long. 

Mr. Terpstra. Can I answer some of this? 

Mr. Kine. You recognize, do you not, that there are at times in this 
onion speculation, outside factors operating not only with misjudg- 
ment of the facts, but with an actual intent to take advantage of a 
situation and deliberately attempt manipulation. 

You do not do that in your type of trading. That could not be 
said of somebody who covers every transaction, as you say you do, 
but you know there are other traders of the other type cetieall in this 
market, do you not? 

Mr. Terpstra. I would think so. That is what makes the market, 
from both sides. That is why I have always taken the market to be 
correct every day. 

Mr. Kine. Correct ? 

Mr. Terpstra. Because one man thinks there are too many and 
others think there are not enough, that is what establishes the market. 

Mr. Kine. Correct in the sense that you have a right to get all 
you can for the stuff, no matter which party may be wrong? 

Mr. Terpstra. That is right. 

Mr. Kine. But in relation to the eventual supply and demand 
factor at point of consumption, they can be a million miles apart. 
That is what causes the disasters. The old type of merchandising 
is not entirely free of that sort of misjudgment, either. But it does 
not have so many of these outside or ulterior factors involved. 

Mr. Terpstra. I don’t quite agree with you. There have been 
some very ulterior factors before the board was ever here, too. 

Mr. Kina. I know of some of them. 

Mr. Terpstra. I am going to speak for the small grower. I do 
a lot of business with them, since we have been chante with the 
exchange. 

There are a good many small growers who were always dependent 
on the fellow to buy his onions when he felt like it. Today this local 
buyer and terminal operator and shipper and everybody in the in- 
dustry can call the exchange and see where he can sell onions to the 
best advantage. He does not have to sell them. He has competition 
at all times with the exchange. 

There is nobody getting 20, 25 cents less for onions than the market. 
Today there are ticker tapes going all over the country. This was 
not the practice years ago. 

The practice was to be bearish an the fall if it looked like a short 
crop and buy them as cheap as you could. 
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Mr. Kine. I think perhaps you make a good observation there, 
and that you are entirely correct in those situations where under 
the other system you would not have competitive buyers. 

But in major shipping points, of course, you would have the com- 
petitive buyers just the same. 

Thank you. 

Mr. McIntrme. You have certainly set forth very clearly, Mr. 
Terpstra, how this vehicle can be used entirely constructively, pro- 
viding the man is of a frame of mind to fully realize the position that 
he is in at that moment—whether he is a grower or a trader or not 
in relation to his business outside of the exchange. A thing that has 
been bothering me quite a lot is the use of some of the terms which 
we use here as hedgers, speculators. 

I think I know what the CEA law is in relation to the definition 
of a hedge. It is that you have a firm commitment for that same com- 
modity under which you are obligated to make a delivery, or words 
to that effect. 

Take it in textile business: If a textile manufacture is on the 
futures trading he is a speculator unless he can show that he has 
actual commitments for that raw material on the other side of the 
transaction, that he has sold an equal quantity of that same material. 
You use it in its truest sense. 

But here are some figures in this report here on onion futures 
dated September 30, 1955, issued by the Commodity Exchange Au- 
thority, in which, in the category of hedgers there are listed 359 
onion growers as being in a long position. 

How can an onion grower be in a long position and be classified 
as a hedger ¢ 

Mr. . I don’t think he is, Mr. McIntire. 

Mr. McIntire. Your rules, apparently of your board, provide that 
classification for him. I am sure these are statistics gathered from 
those surces. I am not being critical. What I am getting at, are we 
actually defining this hedge appropriately ¢ 

Mr. Terpstra. You are correct in your statement of what a hedge 
is, that is on both sides of the contract. I don’t know what you have 
reference to when you say 359. 

Mr. MoIntrre. There are 359 positions, 70 traders, 359 positions; 
these are onion growers. 

Mr. Terpstra. Who were long on the exchange? 

Mr. McIntime. 70 of them had 359 positions which are classified 
on your records as hedgers. 

Mr. Terpstra. They would be grower speculators if they were 
long. They would be hedgers if they were short. : 

Mr. McIntime. There are 577 positions short, 359 mE long. 
I just do not understand how your records can show that. : 

Mr. Terpstra. Well, a long, if he is a grower or anybody else, is a 
speculator. 

A short could either be a hedger or a speculator. : 

Mr. McIntie. Mr. Harris, pardon me, would it be permissible if I 
asked Mr. Harris that question ? 

Mr. Harris. May I answer this off the record ? 

Mr. Grant. Yes. 

(Discussion off the record. 

Mr. Grant. On the record. 
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Mr. Baenetxu. Those figures are from our survey dated September 
30, 1955, showing the occupational distribution of the traders who 
were in the market on that date. This table shows there were 70 
traders classified as hedgers, and as onion growers. These 70 traders 
had long positions aggregating 359 cars, and short positions aggre- 
gating 577 cars. 

First, that information is as reported to us by the commission 
houses carrying the accounts. This information was obtained by a 
call on the commission houses to identify each account on their books 
and tell us whether it was a hedger or a speculator. 

Another point here is that these figures represent all futures com- 
bined, so that some of these 70 traders may have been long, we will 
say, on the November future and short as to March future or some 
other future. 

I think the commission generally classified the traders, that is, if 
a person was an onion grower, and they figure he was predominantly 
a hedger, they so classified him, even though he might have been 
practically even in the market; perhaps he was long 20 November 
and short 25 March. 

So that some of these may have been predominantly short in the 
market, and hedging to that extent, but in any event, we had no way 
within the reasonable application of our facilities to trace each of 
these to find out whether he was actually a hedger or not. 

Mr. Grant. Thank you very much. 

Mr. Terpstra. Thank you. 

Mr. Grant. Mr. John E. Coleman, John E. Coleman, Inc., Chicago. 


STATEMENT OF JOHN E. COLEMAN, PRESIDENT, JOHN E. COLEMAN, 
INC., CHICAGO, ILL. 


Mr. Coteman. My name is John E. Coleman. I am president of 
John E. Coleman, Inc., Chicago, Ill. I have been a member of the 
Chicago Mercantile Exchange since 1932. My firm is presently a 
clearing member of this exchange, and also members of the Chicago 
Board of Trade and the New York Mercantile Exchange. 

Our main interest is in the Chicago Mercantile Exchange. We deal 
in every phase of onion trading—speculation, hedging, scalping, joint 
account growing and hedging deals, and financing of hedges. I rep- 
resent no organization, and am appearing here as an individual. 

Futures trading in onions is relatively new and like any commodity 
new to a futures market, problems of growth and understanding have 
developed. It is unfortunate that some onion producers, led by the 
National Onion Association, have placed the blame for the disastrous 
windup of the onion deals for the last 2 years on the Chicago Mer- 
cantile Exchange. 

We submit that the exchange is not to blame and that there is no 
evidence to prove such a contention. An exchange merely reflects a 
price determined by an organized group of buyers and sellers, but the 
determination of this ra is, and alters has been, based on the 
established law of supply and demand. 

It is regrettable that in its early years onion trading attracted cer- 
tain large speculative interests who, at times, have used the facilities 
of the exchange for purposes not intended when the rules were written. 
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There have been many changes in these rules since the inception of 
trading, and there probably will be many more. We feel that the 
most recent changes, plus the regulation of onion trading by the Com- 
modity Exchange Authority, will rule out, once and for all, the indi- 
vidual and groups who, either intentionally or unintentionally, have 
worked against, not only the exchange but, to a lesser extent, the onion 
industry as well. 

Peculiarly, these interests, whose trading has been harmful, came 
from the produce industry, and were not members of the exchange 
prior to the beginning of onion trading. 

However, we are not so young that we cannot remember similar 
complaints against the Chicago Board of Trade and even the New 
York Stock Exchange, prior to the advent of Government regulation 
of commodity and security markets. 
nee Mehl showed that there have been 200 other cases like this in 

e past. 

We listened carefully throughout the producers’ hearing held in 
Chicago several weeks ago. e were pleased to note that with one 
exception not a single witness against the exchange in Chicago ever 
traded on our books. 

The witnesses opposed to futures trading blamed the exchange for 
the low windup price of late summer onions for the past 2 years. 
They failed to mention other years when the market closed much 
higher when they did not cry out against the exchange. They did 
not state the seasonal price ranges which reveal levels at which onions 
could have been hedged at more than 100 percent profit over pro- 
duction costs. They made no mention of the fact that onions were 
overproduced and underconsumed for the last 2 years. 

Much was made of the fact that March onions this year touched a 
low of 10 cents a bag, which is truly a ridiculous figure. Actually, 
there were very few open commitments at that time; and in other 
years, before futures trading, onions were also sometimes worthless 
at the end of a season. 

Those opposed to the exchange did not mention that Texas has 
become an increasingly important factor in determining the value of 
onions on hand at the end of the late summer deal. 

In Texas more onions were planted for 1956 than ever before. 
Naturally, a new onion is preferable to an old one, and, because of 
earlier harvesting in Texas, we estimate that approximately 1 month 
was cut off from the distributing period for old onions in 1956. 

This is certainly hard on the producer of late summer onions but 
the blame for it cannot be honestly placed against the exchange. The 
exchange can hardly control the acreage production in Texas. 

And furthermore, they never attempt to. 

Furthermore, none of the speakers at the Chicago hearings said 
much about improved seed, improved fertilizers, and increased pro- 
duction per acre. They likewise failed to mention that in the opinion 
of most observers the given by growers to the Government 
Reporting Service and the National Onion Association hardly ever 
reflect true actual production or even actual acreage. 

I might digress a moment. I am a living — that you can 
criticize the exchange and not be ——— or expelled. I criticized 
our own exchange for many years when I thought they were wrong. 
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I also criticized the National Onion Association prior to my re- 
signing from it last December, particularly with regard to their re- 
porting service. 

I have heard so many remarks, both at Chicago and here, blaming 
the exchange and manipulation of markets, et cetera, and I have al- 
ways been of the opinion with regard to our 1956 deal, that the main 
trouble was the distortion of the figures by the National Onion As- 
sociation ; and ee more than the distortion of the figures was the 
paar mgs that they placed on the damage done by the flood in Orange 

ounty. 

J a critical of the National Onion Association. In my opinion, 
their figures have been the worst influence in our futures market that 
I know of. 

I will say this, that in the last 2 or 3 years they have made great 
efforts to improve their methods of reporting but prior to that the 
figures were used by a very small group and always used in an effort 
to manipulate prices on our exchange. I feel very strongly about that. 

It is our belief that more onions are produced than are reported. 
It is our opinion that the main fault is not with the exchange but with 
the commodity which, like other commodities in this country, is over- 
produced. 

Unfortunately, the consumption of onions has not kept pace with 
the population increase, and while we do not have actual figures at 
hand, we believe that per capita consumption of onions is less today 
than it was 10 or 15 years ago. 

We have no quarrel with the National Onion Association. We were 
members of the association until its December 1955 meeting, after 
which we resigned. 

We do believe, however, that their efforts to make the Chicago 
Mercantile Exchange a scapegoat for the disastrous last 2 years is 
illogical and unfair. 

e further believe that many of the leading members of the as- 
sociation compounded their difficulties by over-speculation in the 
futures market?and, for reasons of their own, failed to use the futures 
market for the purposes intended. 

The important role of the speculator to the normal movement of 
farm commodities is a well established fact, and needs no explanation 
here. The speculator is willing to risk his capital based on his own 
judgment of markets, and in our 25 years’ experience as a broker we 
have never heard speculator complants, when results proved un- 
profitable, equa] to those of the onion producers this last season. 

Producing interests in the onion industry became the leading specu- 
lators in the futures market in recent years. This is a well-known 
fact and was further evidenced by a CEA report recently issued cover- 
ing open positions in onion futures last season. 

This report has been referred to several times now. 

We contend that what is needed to serve all interests better is greater 
public participation in trading and a broader market in onion futures. 

We listened at the December meeting when the speaker in complain- 
ing about the exchange and the declining price of onions, both in the 
cash and futures market, stated that he wanted to return to “the good 
old days,” when he remembered meetings held in his office or the offices 
of friends when it was decided that markets should be a dollar or two 
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higher per 50-pound bag the next day. He also stated that after these 
meetings such advances usually occurred. 

Unquestionably, this was not profitable to the group who engineered 
such advances but we doubt if the profits were shared by the entire 
industry, and certainly not by the consumer. 

It is possible that a few wish a return to the so-called good old days 
but we hardly think the majority in the industry or the public at 
large have any such desire. 

We, furthermore, do not believe that the expressions of the pro- 
ducers heard at Chicago represented the opinion of all producers. 
We know of many growers who have used the exchange with know]l- 
edge and success but, because of their close affiliation with the National 
Onion Association, and because of their continuing need for this close 
association in their business, are actually afraid to appear and express 
their opinion favoring the continuation of futures trading. 

In addition, we believe brokers, in some instances, have failed to 
testify lest they alienate their large customers among the producers 
petitioning for prohibition of futures trading. These producers in 
prior years were their best customers and probably will be again. 

In that connection, a man that testified vehemently against the ex- 
change here on Wednesday, traded potatoes on the New York Ex- 
change that same day with me. 

I do not mean anything against any of my fellow brokers, but some 
of these younger men in particular rely greatly on the business that 
comes from a few of the larger growing producing interests repre- 
sented here and who are against the exchange. I, perhaps in the same 
position, would not testify. And they haven’t. 

We do not believe that the Chicago Mercantile Exchange has been 
without fault, but we cannot subscribe to the opinion that the value 
of onions is finally determined by the trading on this exchange. 

There is always the inference, that somehow or other the exchange 
trading caused onions to be worth less or to decline. I can never 
subscribe to that. 

The exchange was lax in permitting excessive speculation in a 
manner contrary to the intent of its rules. The recent changes in 
these rules are good ones but, truthfully, they should have been made 
2 or 3 years ago when there was first evidence of excessive speculation 
by individuals, and/or groups. 

There is no question but that CEA regulation, particularly as it 
will probably pertain to limits on speculative trading, will eliminate 
the type of trader against whom many complaints have been voiced. 
However, it would be foolish to assume that the elimination of this 
trading will adjust upward the price received for onions by the 

producer. 

It must be obvious to all concerned that the exchange and its 
brokers honestly seek a fair market for onions and hope for higher 

rices. Naturally, a large share of our trading will always come 

m individuals in the onion business, and the more profitable the 
industry, the more active will be our exchan 

In that connection, I also heard today abedl the desirability of 
onions as a commodity for futures trading. It seems to me that the 
proof of that is a simple one. The commodity that is desirable, 
— to futures trading, is the one that is traded in futures 
actively. 
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There have been other attempts in our exchange, also, to start new 
commodities which have failed; most recently, scrap iron. That, 
certainly, is an item that can be stored forever. 

In other words, it seems to me that the onions, instead of not 
lending itself to futures trading, have lent themselves very, very well 
and have created widespread, tremendous interest throughout the 
country and among the onion growers and dealers for trading. 

I am unable to follow some of the arguments that I have heard here. 

Certainly we all sympathize with those onion producers who lost 
heavily in the last 2 years both on their exchange speculations and on 
their crops. 

However, it must be pointed out that every grower had an oppor- 
tunity during the last 2 years to hedge all or part of his crop at a 
very substantial profit. We are not suggesting that a grower sell his 
entire crop through the exchange, but we certainly think he should 
at times, use the facilities of the exchange to assure him a profit and 
to remove at least a part of the risk inherent in his business. 

There again the fact that onions are a risky business has created 
the market for them and made it an active market. My only com- 
plaint is that it is not more active. 

There is no place in the world where he can do this except through 
an organized aren market. Certainly a grower cannot Salen with 
a grower. He must have the speculator, and he must have the specu- 
lator every day so as to provide him a place where he can instantly 
sell his product, when, as, and if he so chooses. 

We further submit that no grower is obligated in any way to trade 
in the futures market. ‘The point has been raised that growers have 
not the ready cash to margin their hedges during the crop season. 

Actually, any reliable and honest grower can obtain financing for 
his hedge transactions from any one of several brokerage houses such 
as ours. He must know that the futures market provides an open and 
public price on his commodity to all interested parties every day, and 
it is only logical to assume that the value of his product on the farm 
will have a relationship to the price quoted on the futures market. 

However, this does not imply that the value of his onions will be 
determined by the futures market rather than by supply and demand. 
No one can circumvent the law of supply and demand. As Mr. King 
said a moment ago, that no one can circumvent the law of supply and 
demand. Our own Government has tried for years to do so with dis- 
astrous results. 

We commend your committee for its patience and tolerance. We 

admire your efforts in seeking all possible information before sug- 
gesting a final decision in this matter of onion futures trading. 
- Surely a decision against the Chicago Mercantile Exchange would 
set a dangerous precedent for all commodity exchanges because other 
disgruntled groups could petition for the elimination of futures trad- 
ing in other commodities with the same invalid reasons and based 
only on the decision, if adverse, reached in this instance. 

That is a point, I think, that brings up a legal point. 

In our humble opinion, the answer to the problem lies in closer 
cooperation between the exchange and the onion industry, with the 
assistance of the CEA. Eventually, we believe a futures market as 
useful and important to the industry, as those existing for other com- 
modities, will prevail for onions. We believe we speak for all brokers 
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on the Chicago Mercantile Exchange when we say that this is our 
earnest hope. 

Thank you very much. 

Mr. Grant. Thank you, Mr. Coleman. 

Are there any questions ¢ 

Mr. Kina. I do not want to repeat the questions that have already 
been put. I think I will only say that I am intrigued with your argu- 
ment that use of the exchange, active trading on the exchange, proves 
its justification, as related to the growing industry. 

Mr. Coteman. I didn’t say that. I said that I think that for all 
interested parties it would be better if we had increased trading, 
increased public participation in our markets; in other words, in- 
creased speculative interest to take the risk. 

Mr. Kine. Did you not say that the proof of the merits was that—— 

Mr. Coteman. Oh, yes, I said that the commodity, I thought, lent 
itself to futures trading and one of the proofs was that we have an 
active trading market. 

Mr. Kina. The proof of the fact that onions—— 

Mr. Coteman. Are adaptable. 

Mr. Kine. Are adaptable to futures trading, is the fact that they 
are traded in extensively. ; 

Mr. Coreman. Yes, sir, I believe that. 

Mr. Kine. I am not so sure that I would accept that as valid 
reasoning. 

Mr. conan How would you explain it, that they are traded 
actively ? 

Mr. Kine. Of course, we have been trying to explain that the motive 
of a lot of these traders has no relation to the welfare of the growers, 
particularly. They are in there as traders and speculators for their 
own personal interest. _ 

Mr. Coteman. Mr. King, I would contend that in general the peo- 
ple about whom you keep talking, the growers, are the ones that have 
done the damage, the people as represented by the National Onion 
Association, I believe that very strongly. 

Now, in your inferences, I believe you are talking about outside 
speculators, the doctors and the dentists, but I believe the damage has 
been done by the persons in the industry. 

Mr. Krne. What proportion of the 175,000 cars traded in—I think 
that is the approximate figure-—what proportion came as orders from 
growers ¢ 

Mr. Coreman. I would say that that is an impossible question for me 
toanswer. But I would estimate it if you wish. I would estimate that 
frank traders on the exchange—in other words, scalpers, without 
whom you cannot have a market—in our case, in onions—and you 
think it is wrong—75 percent of the total trade would represent trad- 
ing of people within the onion industry in the business, somehow con- 
nected with onions. 

Mr. Kine. But not necessarily growers? 

Mr. Coteman. Not necessarily growers, anybody that is in the busi- 
ness at the time of the trade. 

Mr. Kina. I have not seen the accurate figures. f 

Mr. Coreman. The CAF would have the information if anyone 
would. 
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Mr. Kina. I have been under the impression that the actual grower 
participation in this market has been very slack. 

Mr. Coteman. If you refer to the grower, I do not know whom you 
refer to, a man that raises 10 acres of onions or 50 or 100—if you are 
referring to a man that grows 100, I would say that a large percentage 
of those are active in our market at all times. 

Mr. Kina. I am glad to see the real figures on that, that is, as to 
what percentage of your total originated as orders from that group. 

Mr. Coteman. I would not know. 

Mr. Grant. Thank you very much, sir. 

Mr. L. D. Schreiber. 


STATEMENT OF L. D. SCHREIBER, PRESIDENT OF L. D. SCHREIBER 
CO., CHICAGO, ILL. 


Mr. Scurerser. Gentlemen, I am L. D. Schreiber, president of the 
L. D. Schreiber Co., in Chicago. And my statement here is a little 
bit general, And I thought it might prove of interest to you 
Congressmen. 

Before getting into the onion subject specifically, we believe that 
a brief résumé of the history of the Chicago Mercantile Exchange 
could be of value and that we as charter members of the exchange 
are in position to give you the facts. 

Futures trading in butter and eggs was violently opposed by an 
important segment of the industry, primarily because of the fact 
that the country as a whole would be too well informed on the values 
of these commodities. It is an actual fact that commissions of 5 cents 
per pound on 1. ¢. |. lots of butter were not unusual prior to the ad- 
vent of futures, while subsequently approximately one-half cent 
per pound represented the true commission. 

For the first 10 years, namely, up to and including 1930, my com- 
pany was actually the only one hedging butter and eggs. Our hedg- 
ing operations ran into many hundreds of cars annually and eliminated 
entirely the gamble from these highly speculative products. 

The absence of competitive hedging pressure resulted in a grad- 
ually widening spread between the cash and futures market, per- 
mitting a good profit on all hedges. 

In the year 1930, the actual margin of profit in hedges of butter 
was 214 to 3 cents ee pound and still we were virtually alone in 
using the exchange for this purpose . 

Commencing in 1931, however, the possibilities of hedging being 
then generally recognized, everybody started to use the exchange 
for this purpose. e net result of this transition was that returns 
to milk producers during their flush periods had been elevated to the 
equivalent of 2 to 3 cents per pound of butter. 

I believe it is safe to say that our deliveries of the many hundreds 
of cars of each butter and eggs that we hedged were negligible, indi- 
cating a sound futures market wholly in Tine with merchandising 


values. In my opinion, absence of large deliveries is the best indica- 
tion of an orderly futures market. 

f course, abuses are bound to creep into the operations of this 
magnitude but the governors and management of the exchange are 
forever alert. Having served on the exchange board for almost 30 
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consecutive years in all capacities including president for 3 years, I 
can say this latter positively. The advent of the Commodities Ex- 
change Administration has further strengthened this supervision, 
thereby eliminating many, if not all of the abuses. 

Now, on the subject of onions. Trading is comparatively at least 
in its infancy so far as futures are concerned. It takes a while to 
adjust completely to the full requirements of the industry and nat- 
urally some abuses can and have arisen which are gradually being 
ironed out. Here again, the recent addition of the CEA Administra- 
tion will add to the earnest exchange efforts to overcome many if 
not all abuses. 

Specifically, the onion department of my company almost exclu- 
sively finances hedging operations. ‘These have proven very success- 
ful to those growers and handlers who have used the exchange and 
it would be a serious mistake to deny to the onion industry the oppor- 
tunity to hedge their production. 

You have heard of the violent opposition to futures trading from 
some growers in some areas but we suggest that some of these pro- 
tests be fully analyzed. Unfortunately, all growers did not use the 
futures board for the purpose for which it was intended; namely, 
hedging. But instead, they bought futures in addition to the onions 
that they were growing. : 

The survey of the United States Department of Agriculture Com- 
modity Exchange Authority covering the 7 position as of Septem- 
ber 30, 1955, showed that of approximately 7,000 cars long, almost 
3,000 cars were bought by onion growers. Most likely considering 
the trend of the market, some of these longs incurred a loss and it 
might be well to check to see if some of these complaining growers 
were not committed to the speculative long position rather than to 
a hedging short position. 

I believe that, notwithstanding the possible wind up of an onion 
season at depressed levels as was the case this year, every grower can 
find an opportunity to h his crop at a profit over cost. Further, 
there are many members of the varnees Mercantile Exchange Clear- 
ing House who are available to help them carry such hedges through 
to a conclusion, my company included. 

Summing up, it is my firm opinion that the futures trading in 
onions has justified itself and should not be discontinued because of 
a disgruntled minority—I should put in a question mark after “dis- 

ntled,” because possibly it is a majority today on the basis of the 
gures, but a minority more than likely in fact. O course, there is 
room for improvement in rules which will gradually evolve, but 
even as it is today, the Chicago Mercantile Exchange affords a won- 
derful opportunity to protect the grower of onions. 

Mr. Grant. Thank you very much. 

Mr. McIntire? 

Mr. McIntie. No. 

Mr. Grant. Mr. King? 

Mr. Kine. I would like to ask one question. Why does the ex- 
change insist on opening trading in onions 11 months in advance 
of delivery date ? 

Mr. Scurerser. It could be that possibly 11 months is a trifle 
early. But certainly, there should be trading long before the crop 
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has been produced so that you can develop a foundation for an open 
interest sufficient to justify the participation of speculators who 
really serve a most useful purpose, as I believe we all agree. 

Mr. Kine. Doesn’t there come the same benefit from speculation 
if it started after the crop was planted ¢ 

Mr. Scuremer. Oh, 2 or 3 months delay would not be harmful, 
but I do believe that you must allow some time ahead to build up a 
commitment, because I think without a commitment the future possi- 
bilities of free selling are hurt rather than helped. 

Mr. Kine. Would you object to delaying the opening of onion 
trading to June first ? 

Mr. Scurerwer. I would guess that might be a trifle too late. I 
think some place around March, or thereabout, might not be amiss, 
but I think sufficient time should be permitted to accomplish what 
I suggested. 

Mr. Kine. You still want to start trading before the crop is planted ? 

Mr. Scurerper. I do believe so. I think the important part is to 
have a commitment. 

Mr. Kine. I question only one statement that you make, and that 
is, that you have any real basis for saying that once futures trading 
became recognized as giving an opportunity of hedging in butter, 
that it panene the price of butter to the producers by 2 to 3 cents 
a pound. 

Mr. Scuremer. It is self-evident from my statement itself, namely, 
that in the year 1933 we were able—we, for our own company, or 
for any participant who may have shared with us—were able to se- 
cure a margin of profit over and above a true hedge, which was, in 
my opinion, wholly unfair. And the mere fact that the following 
year the future price—namely, in 1931—the future price was only 
2 cents over the cash price, with a carrying charge of about 2 cents— 
in 1930 the future price was 5 cents over the cash price. Now, that 
2 to 3 cents went to the producer of milk, and not to the individual 


hedger. 

Mr. Kine. Well, what you are really saying is that this facility 
enabled a cut in that margin that you were previously getting? 

Mr. Scurerper. We were garnering that for ourselves, and this re- 
verted—the producer got the full benefit of the outside dollar ob- 
tained by the higher sale of the future. 

Mr. Kine. Did you check on whether or not the farmer actually 
got 2 or 3 cents more than the previous year ? 

Mr. Scurerser. I think we can give you supporting evidence. 

Mr. Kine. Then you would run into a great many other factors 
that have a great deal to do with it ¢ 

Mr. Scureier. I mean, specifically, the relation between markets 
of 1930 and 1931 would prove conclusively that the net return to the 
milk producer and related to the cash market, or as related to the 
future market, was lower in 1931 than it was in 1930. 

Mr. Kina. I can see that you could substantiate that, simply from 
the figures on your own books. 

Mr. Scurerer. No, I mean from public records obtainable from 
the Department of Agriculture you will find that the relationship 
between the milk price and the future price of butter was in the 
farmer’s favor in the extent of 2 to 3 cents a pound in 1931 over 
what it was in 1930, and has been ever since. 
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Mr. Kina. That is very interesting. 

Mr. Grant. Thank you very much, sir. 
Mr. Scuremer. You are entirely welcome. 
Mr. Grant. Mr. Herman Zimmerman. 


STATEMENT OF HERMAN ZIMMERMAN, PRESQUE ISLE, MAINE 


Mr. McIntire. Mr. Chairman, I want to introduce Mr. Zimmer- 
man to the committee. He comes from Presque Isle, Maine, which 
is in my district. He has been very active in the potato industry 
for many years, and he is familiar with the production and market- 
ing side of the industry. I am very happy to present him to the 
committee at this time. 

Mr. Grant. Weare glad to hear from you, sir. 

Mr. ZimMeRMAN. Gentlemen, I didn’t come here to talk about, 
onions. But it is really astounding, and it is a wonderful thing, 
all I have heard here this afternoon and yesterday about onions 
is that everything was great. 

There is an old Jewish saying that goes like this: “The figures are 
perfect, but the results are disastrous”. 

I used to buy onions, and I used to go to Sullivan County—no, 
Floyd—in New York, and I used to go to Elba, N. Y., and I went 
to Michigan, Grand Rapids. And I knew—lI was always satisfied 
with the onions I bought from the people, and I thought the people 
that I bought the onions from were pretty well satisfied with the way 
I bought the onions. 

Before I heard a man telling a little story about putting these 3- 
pound bags of onions up and putting in culls. Well, I never bought 
any culls from any farmer in Elba, N.Y., nor in Goshen, Mich. And 
I never knew any of these farmers—I have heard the talk about 95 
percent of them don’t like the mercantile—I don’t think they are all 
such fools; I thought they were pretty smart fellows. 

So let that be enough of onions—no, wait a minute, I am not 
through. 

I am very much entranced in hearing that there was a question 
oe up to the president and the governors of the Chicago Board of 

ercantile Exchange—in 1951 there was a deal, a very fast one—I 
understand there was a thousand cars worked out there in a couple 
of weeks, they were sold in the neighborhood of $5.90 to $6 a 50- 
pound bag, and they finished up at a dollar a car. 

A friend of mine, or a man Tce Mr. Fred Vahlsing, bought 
these thousand cars of onions. He brought them into New York, 
and he lost the transportation and the onions too. But that is beside 
the question. 

Piowata, the gentleman who was a member of the board of trade, 
he came out with a statement, and he said he never heard of such a 
crooked job in all his life. And they went to work and they penal- 
ized him, instead of penalizing the fellows that did the crooked job. 

That is a kind of a funny deal. Now, let’s go back into the potato 
business. 

Yesterday this gentleman, Mr. Watts, from the mercantile exchange 
in New York, was asked—there was a deal there, there was a man 
in the mercantile excha a member of the mercantile in New York 
who was caught manipulating, and they penalized him. Then the 
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mercantile in New York went to work and put this man in a couple 
of months later on the executive board. That is another fine piece 
of business, 

Then I was wondering whatever happened to this 1,600-car deal 
that developed there in the month of March a year ago. Originally 
the reports on the 16 largest cities showed something about 820 or 830 
cars, and over the weekend that number grew to 1,600 cars, a thing 
that I never heard of in my life. And I have heard some of these 
fellows say, they come from here, they come from there, they have 
been in business so long. 

Well, I have been in the produce business for 56 years. And I 
think I know a little about it. And I never heard of 800 cars develop- 
ing over the weekend into 1,600 cars, 

r. McIntire. What date was that? 

Mr. ZormerMaAN. I don’t know the date, when potatoes were bring- 
ing $7 a barrel and $6 a barrel in Aroostook County, and all of a 
sudden 800 cars developed. You can imagine what a catastrophe that 
was at the time . The thing broke, and they broke for $2 or $3 a 
hundred. 

I myself loaded a few cars, not knowing that this thing was going 
to happen—and it happened to a lot of other people, small people, 
large people, growers—not growers, big growers— chain operators, 
people in the city of New York, jobbers, Cleveland, all over the coun- 
try—they got themselves high-priced potatoes, and when they got the 
potatoes they were worth $2 and $3 a hundredweight less. 

I loaded either 5 or 6 cars, and I think I lost about $6,000 or $7,000 
on just those cars. 


What happened was, these very fine people that operate the mer- 
cantile, they went to work putting a bunch of cars by the Harlem 


River on the back tracks—they put one car right in the center over 
here [demonstrating on chart on easel]—there is a track, and this is 
the car—you fellows don’t need this any more—this is the car and this 
is the track. Now, there was another track right back here. 

So they put 1, 2, 3, and 1 more here, and 1 more here. So they took 
a few back out of here [indicating] and put them in here [indicating], 
some back out of here [indicating | and put them in there | indicating], 
and here and there, and soon. They loaded 6 cars out of 1. 

So these 6 cars had about—well, they had a whole carload in them, 
the 6 cars. The doors were closed and padlocked. And the 1 car 
became 6. That is what the mercantile company can do. 

I wish Mr. Watts was here; I would like to ask him what happened. 
I understood the FBI, the ICC, and the Commodity Exchange au- 
thorities went in to investigate this thing. Whatever happened? Does 
anybody know ? 

I know this, that nothing happened. 

Mr. McIntire. You mean that these cars were then offered for 
delivery in order to build up the number ready for delivery, or were 
they just reported as cars in the terminal? 

Mr. Zimmerman. They were reported as loaded cars on the track. 
And as a result of those 800 cars jumping, the price broke $2 to $3 a 
hundred. 

Now, these poor fellows that have been in the produce business for 
the last couple of years, they can’t afford to lose $2 or $3 a bag, mul- 
tiply that by 414, you have got yourself a thousand dollars. Those 
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fellows haven’t seen too many thousand dollar bills in a long number 
of years. The only time wo saw that was way back during the war 
period. But they didn’t-make thousand-dollar bills either; they just 
had a few dollars. 

Gentlemen, to get back into the potato business, we will say this, 
that we have lost ever since the mercantile really became a large factor 
1,100 farmers in the State of Maine, potato farmers. 

How many were lost in the other areas I can’t say. But I know 
that we have lost 1,100 farmers, they had to go out of business. 

Mr. Kine. You still have too many, don’t you? 

Mr. ZimMeEeRMAN. We don’t have too many. 

Mr. Kine. You are still producing too many potatoes, aren’t you? 

Mr. ZrimmMerRMAN. We are producing too many potatoes, but you 
haven’t got too many farmers, a farmer is a living being, he wants to 
live, too. Where is he going to go, shovel off the streets somewhere? 
He has got to eat. And he has got children to send to school. He 
is a human being—or is he? 

Now, the mercantile has been the cause, the absolute cause and 
result of overplanting in the potato industry in the past 5 years. 
And I will give you just a little vivid illustration. 

I run a farm in the town of Caribou in the State of Maine. And 
I have a foreman working for me.. He happens to be a cousin to 
a farmer who went broke during that great year of 1952 and 1953, 
when the mercantile banged up the price to $5.90 a hundred. Do 
you remember that? And everybody instead of selling potatoes 
bought potatoes. 

Well, anyhow, the boys up home lost about $50 million in Aroostook 
County. 

So, gentlemen, one of these fellows that went broke was a cousin— 
he owed me some money for storage. So the man is broke, you don’t 
kill him, you wait until he has some money. 

So the year after—this was after this big crop that they had where 
they dumped potatoes in Long Island, Connecticut, Maine, New Jer- 
sey, all over—so this here fellow owed me about $800 for storage, 
something like that. In the course of talking to my foreman who hap- 

vened to be a cousin to this fellow—I will tell you who he is, his name 
is Verne Weatherhead—you know Verne Weatherhead—-Verne had 
never at any time planted more than 150, or 175 acres of potatoes. 

I happened to talk to Mr. Brown—that is my foreman that is his 
counsin—I said : 

“Reuben, how many acres is Verne planting?” 

And he said, “I don’t think he has got enough money to plant 40 
acres, in fact, I asked him, and he said he didn’t.” 

Well, I wasn’t too rich myself, so I couldn’t go and help him too 
much, so I let him go. 

Then the season came on, and it came to harvesting time. And 
harvesting time is about the time when the Jewish holidays come 
around, Yom Kipper, Rosh Hashana, you know those days. And we 
have a little synagogue in eka Isle. And my wife naturally went 
to the synagogue. And there she met up with a lady whose husband 
is in the air base at Limestone. You know how ladies get together. 
They had a little talk, and one word led to another. 

The lady told my wife that her children were picking potatoes for 


this same Verne Weatherhead. My wife, being my bookkeeper, she 
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was naturally curious, as most of the ladies are. And she asked the 


lady: 
“How — acres has this Mr. Weatherland planted; how many 
acres does he have ?” 

The lady said, “400 acres.” 

And my wife thought that was a kind of a peculiar thing, because 
I had hinted to her that Verne didn’t have enough money to plant 
40 acres. 

So when the services were over we came home and we had dinner, 
and she told me the story. I said, “You are wrong.” 

She said, “No, I am not wrong.” 

I said, “All right, to satisfy you and myself I will ask Mr. Brown.” 

A day or two later I came to the farm, and Mr. Brown was there, 
and I asked him, “How many acres did Verne Weatherhead plant 
this year?” 

He said, “Well, 400 acres.” 

Now, in the springtime he didn’t have enough money to plant 40, 
he had never planted more than 150 in his life. And here he had 
planted 400. 

Now, you know, Cliff, our Sure Gain outfit in Presque Isle, who 
bought out Mr. Higgins—the Sure Gain people gave him about 600 
tons of fertilizer brought in the sea, put him in business, straddled 
these 400 acres on the mercantile, and that has gone on through the 
whole industry for all of these years, and is going on right now. 

So there are not too many farmers. There are too many potatoes 
bein, wn by the mercantile boys, who are the direct results of that, 
Mr. King. But I am not critical. 

Now, these mercantile people tell you this: 

“Why don’t you straddle your crop?” 

All right, straddle your crop, that is a very nice thing to straddle 
your crop, protect yourself, which is a natural thing, everybody wants 
to do that, in view of all of the people who straddled their crop, there 
is no more than 10 percent of all of the farmers, or these operators that 
straddled their crops. 

And I will read you something that was published by the United 
States Department of Agriculture which is true—it can’t be otherwise, 
because it is published by the United States Department of Agricul- 
ture. And it says here: Now, we will go into a contract here, we will 
go into December. Now, there are some cars sold for $2.56, $2.79, 
$2.45 and $2.40. Well, we will settle at a happy medium at $2.50 a 
hundred delivered to New York, is that right? 

Now, this here great protection that this merchantile affords to 
growers, to straddle their crop, gives them $2.50 a hundred to deliver 
into New York. 

Gentlemen, it cost him $1.75 a hundred to deliver that bag of pota- 
toes into New York, which leaves him from $2.50—$1.75—leaves him 
$0.75 a hundred, 75 cents a hundred. Multiply that by 6, that gives 
you $1.20 a barrel. The United States Department of Agriculture 
says that it cost $3 to $4 a barrel to grow potatoes. Is that right, 
gentlemen ? 

Is that right, Cliff? You ought to know. 

Now, hasn’t he got a wonderful lot of protection, selling his crop 
for $1.20 a barrel, when it cost him $3.60 a barrel? And he has to 
have money to pay $2 down for margins—not margins—he has to have 
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the money for deposit, and then he has to have margin, if necessary— 
and only about 10 percent of our people have such capital up home to 
be able to go through a transaction of that kind. 

Now, wouldn’t it be great if we all sold our potatoes on the mer- 
cantile, if 10 percent bring 75 cents a hundred, now if 100 percent of 
the crop was going to go into the mercantile I will bet you a quarter 
you couldn’t get more than 50 cents a barrel. And that is the great 
deal that they are offering to the potato man. 

Mr. McIntire. Your opinion on that, Mr. Zimmerman, is that if 
there was any great percentage of the growers that used to hedge at 
the time when they could break even, that the very fact that they were 
sellers would depress that market at that time ? 

Mr. ZrmmerMAN. Well, naturally, there is only 10 percent—only 
10 percent of the people that participate in it—we will go a little fur- 
ther, we will go into other months, where they bring in a little more. 
You take the month of February. They are bringing in $2.65. That 
is another nickel a barrel. Now, that is a wonderful thing. 

Now, let’s get back into this here mercantile. In 1953 we had a 
big crop of potatoes, and we started off selling potatoes for 90 cents a 
hundred f. o. b. Presque Isle. Now, 90 cents a hundred f. o. b. Presque 
Isle gives a farmer 40 centsa hundred. 40 cents a hundred is 60 cents a 
barrel, mind you, a big 60 cents a barrel, when it cost him $3.50. Now, 
there is a little outfit—no, I am ahead of myself—as I said, I have 
been in the business over 50 years, and I always thought that it 
takes big people to break markets, and big people to make an im- 
pression, an imprint in agriculture in the Unite States of America. 


And I thought it could be maybe just two agencies, the United States 
Government and the Atlantic & Pacific Tea Co., they have enough 
money to make markets or break markets; is that true, gentlemen? 

But I found ont, much to my surprise and horror, that one single 


little outfit could break a market quicker, a mercantile outfit, than 
the A. & P., who wouldn’t do it, and the United States Government, 
who also wouldn’t do it. 

So, I will go on with my story. So we sold potatoes for a dollar 
a hundred in November. In December this outfit had to make a de- 
livery of a hundred cars. They put the price down to 90 cents. That 
is 30 cents left to the farmer—no; that is 40 cents left to the farmer— 
so he is still getting that 60 cents a barrel. In the next month they 
sold them for 80 cents a hundred. And all the way down the line. 

And it went all the way down to 60 cents a wanired, f. o. b. Presque 
Isle. That left the farmer 10 cents a hundred, when he was all 
through, because they had to make a delivery of a hundred cars to 
the American Mercantile Exchange, or 16 cents a barrel. 

Now, that is a wonderful thing for the farmers of Aroostook or 
anywhere else in the country. 

Now, let’s go into this year over here now. We have had a fairly 
decent year this year. And some of the boys are short. And some 
of these boys happen to be, maybe, we will say, from Idaho, or from 
Chicago. And let me give a small illustration of one of these little 
shorts—maybe short 500 cars of potatoes—they can do this, you know, 
these poor fellows in Chicago, they don’t have any money, they can 
manage to be short 500 cars. 

Well, one day, one of our men that I worked with out of Philadel- 
phia called me up, and he said, “Heimie”—and you know, I work with 
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Carl up home—and he said, “I just got word a man in Philadelphia 
called me up and he said he just got word from so-and-so in Chicago 
that he will sell so many cars of Idahos”—now, I am from Maine, 
ou know, I boost our product, but I will concede to Idaho, they have 
tter potatoes than we do. And all of a sudden our market is getting 
stronger, and all of a sudden it drops a dollar a hundred. You tal 
about creating an influence in breaking the market. 

Then this gentleman I heard later, had called about 10 operators all 
through the country, and told them the story that Idahos were cheap 
and he was going to sell them for a dollar a hundred less. So that 
immediately had an effect on our market, and busted it there from 
about a quarter to a half a dollar a hundred. I do not know whether 
you call that conspiracy—What is the term for that, Cliff? 

Mr. McIntire. Manipulation. 

Mr. ZrimMerMAN. Manipulation, yes. That has happened 2 or 3 
times on a deal. And one night—I will tell you, I didn’t have too much 
rest after I heard that. 

Now, I heard second or third hand, whichever way you want to go, 
that one of these very big shorts that did this job on the onion deal in 
Chicago this last month or two ago, threatened that he was going to 

ive us the same type of a treatment, the same type that they gave the 
hicago onion people. Now, I don’t know what you would call that, 
but that is what happened anyhow. 

Then I have here another little thing, gentlemen, that I want to 
show you people. I have over here a letter from a certain individual, 
his name is Harry Aspinall—I call Harry “The Asp,” because when he 


stings you, boy, you are stung— and he has got a report over here 
on — 30, which would be supplemental to May the ist; wouldn’t 


it? And he claims over here that we have as of the 1st of May, 14,275 
cars left to ship out of the State of Maine. That is one. 

Then. we have another one over here—I don’t know what you would 
call this, but it is something—then this fellow over here, A. L. Stamm, 
very nice ple, he claims that he don’t have more than 5,000 cars 
to ship. Now, that is quite a contrast from 14 thousand and a half, 
or 14,275 to 5,000, only a small matter of 9,275 cars difference. 

I wonder what potatoes would be worth now, what the western or 
southern potatoes would be worth, if we still had 9,000 cars over what 
we originally were supposed to have? 

So this is really a nice fellow. This is also a get-rich scheme by the 
Mercantile. 

I have got a whole lot more to say, but I want to make this as quick 
as I can. Today in our business, we have no more business. 

Now, Cliff, you sold potatoes for the Maine potato growers at one 
time. 

Mr. McIntire. I sold through them. 

Mr. ZimMERMAN. You sold through them; yes. Did you ever know 
that you have to wait until half pent one to a quarter of two in the 
afternoon to be able to sell a car of potatoes? That is as true as I am 
standing here facing you people. Nobody, but I mean nobody, all 
through the country will buy a car of potatoes until the mercantile is 
all through. And if the market goes up they will buy; if the market 

oes down they wait; if the market goes up they will buy, and then 
[ the time they get that car of potatoes, the market is down, the 
mercantile makes sure of that. 
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So this here poor businessman, instead of having a benefit out of this 
car of potatoes, he is facing a loss of three or four hundred dollars, 


which is happening 5. in through the whole deal. 


Now, when the market went up here a couple of weeks ago, and we 
could not sell a car of potatoes to any private man from the State 
of Maine into Detroit or Chicago, or farther, or any place, they were 
using up all the supplies that they had, and the only people that 
were loading potatoes were the chainstores that had to have potatoes. 
And if there were any losses to be accrued, they could take it a whole 
lot better than the small fellows. And that is what is going on today 
in our business. 

Mr. McIntire. Could I ask you a —-r there? You were making 
reference to the fact that you don’t firm up your transaction each day 
until after the board closes? 

Mr. Zroumerman. That is right. 

Mr. MoIntie. And eatabliahes that price? 

Mr. ZimmerMANn,. That is right. 

Mr. McIntire. Is it also true that, contrary to what used to be 
somewhat a trading practice, when we used to put our wires out 
around 9 o’clock in the morning and our quotations; and we used, 
perhaps, from 9 to 10 in the morning to get our wires out into the 
market for the quotations to start with —is it also true that today you 
don’t put those quotations out until the board opens? 
jan ZIMMERMAN. You put them out, but you do not get an answer, 
iff. 

Mr. McInrme. Until the board opens? 

Mr. ZimmMerMAN. Until the board is through. 

Mr. McIntire. Until the board is through? 

Mr. Zimmerman. That is right, not until the board opens, but until 
the board is through, 1: 30 or 1: 45 in the afternoon, we can’t sell a car 
of potatoes. In fact, the chainstores will order a car from you and 
1, if you are doing business with them, and they will not put a price 
on that car of potatoes until the mercantile is all through. The big 
chains, with all the money that they have, will not put a price on 
those potatoes until they are all through. 

Now, we had some talk—we have heard a lot of business about the 
old days—oh yes; going into the mercantile again, and selling our 
potatoes. Now, years ago, you will remember, Cliff, when we used 
to do business with people, people would come up into Aroostook, and 
they would buy potatoes from us, and leave us two or three hundred 
dollars a car—you have done that. Today, we don’t have that coming. 
They buy, and if they are afraid, if there is going to be a shortage, they 
go right over to the mercantile, and they bring down their $200 and 
they buy the number of cars they need for the various months, and 
that is it, they do not come to us any more. 

And as a result of that—like I said before—no, there is a little lot 
of things going on in the Mercantile Exchange. And I want to give 
you an example. Maybe you know more oat it than I do. But 
this I got, like they say, from the horse’s mouth. A boy that used to 
work on the Mercantile tells me that you can rig that Mercantile just 
as easily as you can go into a cigar store and buy yourself a cigar. 
‘These two fellows meet, and one tells the other, “Tomorrow I want 

you to buy a hundred or two hundred cars that I am going to sell.” 
That very self same individual could have sold 500 cars of potatoes. 
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And the next day he starts selling that hundred or two hundred cars. 
And he is bearing that market down and down. And being a large 
operator, who can handle an operation of 500 cars in a given month— 
he is a recognized man, I suppose, and if he is knocking the potatoes 
down I Hef inn everybody gets scared, and they knock the market 
down, God knows, how many hundreds of thousands of dollars or 
maybe millions of dollars all over the whole country. And he in turn 
makes him a little profit before—we will say 25 cents a hundred in a 
given day—in a month—but you take a month such as we are living 
in, you can make 50 cents a hundred, but we will give him the 25 cents. 
You take 500 cars at $112, and multiply that by 500, you have got 
ees $56,000 that that little gentleman makes himself with 
that 500 cars that he has worked out that day. 

Now, for this little job that these fellows had gone through that 
day—it is either a hundred cars or two hundred cars—at the end of 
the day he gives them back the slip for 200 or a hundred cars, and he 
gives them a check for $100 or $200, that is a pretty profitable piece of 
work for a day. 

And they have run the industry down a couple of million dollars, 
because what affects Maine affects Jersey, Long Island, New York 
State, Pennsylvania, Idaho, California, all through the whole country. 

That is another wonderful thing about the Mercantile. 

Anyhow, Cliff, I can go on and on, but I will just finish up over 
here. I will start to finish up. You know this Spanish deal, you 
remember the Spanish deal that we had here. Well, you know on 
this Spanish deal, which was a wonderful thing for us and everybody 
else. I have information that 90 percent of all the checks that were 
made out for these farmers were written for 3 people, as an illustra- 
tion, the fertilizer people, the FHA, and the farmer, or sometimes 
the bank. 

Now, you can imagine how much money this fellow has got. He is 
buying a new Cadillac every year. 

Well, I will sum up the deal now, and I will say that the potato and 
the onion industry is a captive industry, both of them, captives of the 
Mercantile Exchange, who are exploiting and destroying them just 
as you would destroy a wild beast. And I plead with you gentlemen 
to use your good judgment and good sense and take us out of this 
labyrinth of debt, because that is just what is happening to us, and 
to the onion people. 

I thank you. 

Mr. Grant. Gentlemen, that concludes, I believe, the witnesses to 
be heard today. 

I have several statements here to be inserted in the record. One is 
from Congressman Holmes. 1 

(The statement of Hon. Hal Holmes, a Representative in Congress 
from the Fourth Congressional District of the State of Washington, 
is as follows:) 


STATEMENT OF Hon. Hat HotmMes, A REPRESENTATIVE IN CONGRESS FROM THE STATE 
OF WASHINGTON 


Mr. Hotmes. Mr. Chairman and members of the subcommittee: Mr. George 
Yoshino, a large grower of onions from Quincy, Wash., in my congressional dis- 
trict, has presented to me the following statement on the subject of trading in 
enions on mercantile exchanges. Mr. Yoshino has given a great deal of study 
and thought to this problem, and I am hopeful that the subcommittee consider- 
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ing the legislation will give most careful consideration and attention, not only 
to Mr. Yoshino’s statement, but to the legislation at hand. 


STATEMENT oF Mr. YOSHINO 


“Washington State is becoming one of the important onion-growing districts 
of the Nation. In the year 1955 they planted 1,400 acres of onions. From all 
indications this acreage will be reduced account of disastrous prices of last 
year partly caused by board operations. 

“This onion trading was established on the mercantile exchanges in Septem- 
ber 1942. During the war years, due to ceiling prices, this future trading was of 
little consequence. Immediately following World War Two we had abnormally 
low acreages and still prices were not affected. However, this future trading 
has been increased tremendously, especially during the past 8 years. During 
the year 1953, 113,143 cars were traded; in 1954, 136,185 cars were traded; and 
in the year 1955, 147,835 cars were traded, or slightly over 400,000 cars in the 
8 years. Trading this year so far has been equally as heavy, or heavier than in 
previous years. This future trading, of course, is mostly paper transactions as 
during this 3-year period less than 2 percent of the cars traded resulted in actual 
deliveries. Account of heavy commitments on option or delivery months it al- 
ways results in heavy track holdings during those months which can do nothing 
but depress and demoralize markets. 

“The delivery point of all these futures is principally Chicago, although some 
trading and deliveries are made in New York. These being the only two de- 
livery points in the United States. Chicago, of course, is the key market for 
the United States since cars can be diverted out of there to most any point 
in the United States on through rates. Therefore the general consumer or 
buyers of onions throughout the country are very sensitive to prices being 
quoted on the exchange. 

“A great many times during delivery months, with heavy track holdings, 
these cars are placed in cold storage in Chicago or in the vicinity of Chicago, 
where they are used as a threat to cash markets for the following option months. 
This past season we were faced with disastrous prices on the physical onions 
due to heavy storage holdings that were placed in Chicago on November de- 
liveries. There were only 340 cars delivered on November 1955 options. How- 
ever, exchange members did purchase other cars off track which were placed 
in cold storage and run these holdings up to 650 cars. It appears that board 
members purposely placed these onions in cold storage with the thought in 
mind that it would bear prices down on later options. This was very effective 
since some of these storage onions were sold as low as $15 to $90 per car. The 
freight alone from Washington to Chicago figures close to $500 a car, let alone 
the cost of packing, growing and harvesting and storing the onions. 

“Another undesirable practice of the exchange is the financing of growers 
throughout the country for growing onions for strictly trading purposes only. 
This extra acreage alone, so financed, has been responsible and will be respon- 
sible for surplus acreages. The exchange does not grow a sack of onions, does 
not grade or sell a single car in normal trade channels, and as will be noted 
from the figures shown above they actually deliver to the trade less than 2 
percent of their commitments. 

“So far as we can learn, the only people interested in continuing this present 
aetup is a small group of professional traders and the Chicago Mercantile 
Exchange. At the same time by their operations they do cost the growers 
throughout the Nation untold millions of dollars annually and of course, the 
Washington growers accordingly suffer great losses. It is the consensus of 
opinion among the growers who grow onions for their principal livelihood, the 
onion shippers and the industry that this future trading serves no useful pur- 
pose and the failure to enact House bill 7920 and Senate bill 3204 now intro- 
duced in the House and Senate means 1 more year of disaster and discourage- 
ment for onion growers who have already planted this year’s crop.” 


Mr. Grant. I have a statement from Congressman Harold Ostertag. 

(The statement of Hon. Harold C. Ostertag, a Representative in 
Congress from the 39th Congressional District of the State of New 
York, is as follows:) 
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STATEMENT BY REPRESENTATIVE HAROLD C. OSTERTAG, A REPRESENTATIVE IN CON- 
GRESS FROM THE 39TH CONGRESSIONAL District or New York 


Mr. Chairman, I appreciate very much the opportunity to appear here today, 
and I wish to commend you for the thorough and painstaking studies you are 
making of the vexing problem of futures trading in perishable commodities. 

After these hearings and the hearings held in Chicago earlier this spring, 
you are well aware of the strong, not to say overwhelming sentiment in favor 
of abolition of futures trading in onions. 

There is no doubt but that such trading has been highly injurious to the small 
growers, who are the vast majority of the producers, however plausible it may 
be in theory, and however profitable it may be to a comparative few, who may 
or may not raise onions for a living. 

My files are filled with letters from onion growers of my district, who are 
pleading to get rid of the futures market. There are some 6,000 acres of onion- 
producing mucklands in my district which is located in Western New York, and 
some of the farms have been operated by the same families for several genera- 
tions. They were prosperous farms when they operated in a free market, but 
today they are facing harsh, and even ruinous conditions. 

One farmer wrote me recently saying, and I quote, “Under the old law of supply 
and demand, my grandfather and father did well for themselves, while I, with 
the advantage of stepping into a going business, which they developed from 
scratch, am struggling to keep on top.” That is the end of the quote. It is 
typical of dozens of letters that I have received. 

What are these farmers asking of us, Mr. Chairman? Perhaps it is what 
they are not asking that is most significant, not to say refreshing. They are 
not asking for price supports. They are not asking for subsidies. They are not 
asking for a guaranteed market or a flooring under their income. They are 
not asking for the Government to step in and bail them out at someone else’s 
expense. 

All they want is a return to a free market—that is, a market regulated only 
by the laws of supply and demand. They are willing to take their chances 
with wind and weather and the notions of public taste. They can cope with 
these things. But they cannot cope with the manipulations of traders in a far- 
off market, who deal chiefly in paper, and who, as one of your witnesses said, 
never lay eyes on an onion outside a bowl of soup or a hamburger. These 
farmers are victims of a squeeze play; and in fairness and justice, they ought 
to be freed from it. 

It may be that the King bill (H. R. 7920) is the right and the best answer 
to their problem. It may be that, on the basis of these extensive hearings, you 
will find other and better answers. The character of the problem has been 
sharply etched in the testimony you have heard, and I am confident that the 
committee, in its wisdom, can find the proper answer to provide relief for 
these farmers. 

We are all concerned today with strengthening our farm economy. Here is 
one group of farmers who ask only that we leave them alone in a free market, 
so that they can help themselves. I think they are to be commended, and I 
urge the committee to act favorably on their plea. 


Mr. Grant. And I have also a statement from Senator Warren 
Magnuson. 

(The statement of Hon. Warren G. Magnuson, United States 
Senator from the State of Washington, is as follows :) 


STATEMENT OF Hon. WARREN G. MAGNUSON, UNITED STATES SENATOR 
From THE STATE OF WASHINGTON 


Mr. Chairman, your committee has before you today H. R. 7920, To amend the 
Commodity Exchange Act to prohibit trading in onion futures in commodity 
exchanges, Onion growers in Washington State have contacted me and have 
convinced me definite injury has resulted in their operations through this 
trading in onion futures. 

Washington State is becoming one of the important onion-growing districts 
of the Nation. In the new acreage being reclaimed in the Columbia Basin 
1,400 acres of onions were planted in 1955. From all indications this acreage 
will be reduced due to the disastrous prices of last year, partly caused by board 
operations. 
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Trading in onion futures was established on the mercantile exchanges in 
September of 1942. During war years, due to ceiling prices, this trading 
was of little consequence. Immediately following World War II we had ab- 
normally low acreages and prices remained stable. 

During the past 3 years, futures trading has increased tremendously. I am 
informed that during 1953, 113,148 cars were traded; in 1954, 136,195 cars; and 
in 1955, 147,885 cars. This totals over 400,000 cars in the 8 years. Trading 
this year, 1956, is equally heavy or heavier. 

Futures trading, of course, is done mostly by paper transactions since during 
the 3-year period less than 2 pereent of the cars traded resulted in actual 
deliveries. Because of heavy commitments during option or delivery months, 
large track holdings result—which do nothing but depress and demoralize the 
market. 

The delivery point of all these futures is principally Chicago, although some 
trading and deliveries are made in New York. These cities are the only two 
delivery points in the United States. Chicago is the key market for the entire 
country, since cars can be diverted out of there to almost any point on through 
rates. Therefore, the general consumer or buyers of onions in the Nation are 
very sensitive to prices being quoted on the exchange. 

Many time during delivery months, with heavy track holdings, these cars are 
placed in cold storage in Chicago or in the vicinity of Chicago, where they are 
used as a threat to cash markets for the following option months. During the 
last season disastrous prices on physical onions were faced by the growers because 
of the heavy storage holdings in Chicago on November deliveries. 

It appears that board members purposely place onions in cold storage with 
the intent to bear prices down on later onions. Last season some of the storage 
onions were sold as low as $15 to $90 per car delivered Chicago in March. 
March onions were thus forced down as low as 10 cents a bag and they finally 
closed at 15 cents a bag. 

This price per bag amounts to $60 to $90 per car. The freight alone from 
Washington State to Chicago is around $500 per car—leaving out the cost 
of packing, growing, harvesting, and storing the onions, 

I am informed that the exchange finances growers throughout the country 
for growing onions for trading purposes only. The extra acreage, so financed, 
has been responsible for surplus acreage. The exchange itself does not grow 
a single sack of onions, does not grade or sell even 1 car in normal trade 
channels, and actually delivers to the trade less than 2 percent of their 
commitments. 

Washington State growers state that the operations of the exchange cost 
growers throughout the country many millions of dollars annually and the 
individual grower suffers losses they cannot afford. Since, in their opinion, 
this future trading serves no useful purpose to the grower, to the shipper, and 
to the industry, I woud respectfully urge this committee to act favorably on 
H. R. 7920 in order that the onion grower, who has already planted this year’s 
crop, will not have to encounter the unfavorable market conditions this future 
trading in their crop causes. 


Mr. Grant. That concludes the hearings, except that next Tues- 
day several Members of the House that were not able to be heard 
today on account of the length of the testimony they had wished to be 
heard, so they will be here next Tuesday morning at 10 o’clock. So 
we will stand adjourned until that time. 

(Whereupon, at 4:25 p. m., the subcommittee adjourned, to recon- 
vene Tuesday, May 22, 1956, at 10 a. m.) 
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TUESDAY, MAY 22, 1956 


House or REPRESENTATIVES, 
SrecraL SuBCOMMITTEE ON FurursEs 
TRADING In PEerisHaBLE CoMMODITIES, 
CoMMITTEE ON AGRICULTURE, 
Washington, D. C. 

The special subcommittee met, pursuant to notice, at 10 a. m., in 
i ny New House Office Building, Hon. Watkins M. Abbitt, 
presiding. 

Present: Representatives Abbitt (presiding), Jennings, and 
McIntire. 

Also present: Representative King. 

Mr. Assrrr. We will ask the meeting to come to order. 

Senator Neuberger, we are delighted to have you with us this 
ae We appreciate so much your coming over. We will be 
glad to hear from you at this time. 


STATEMENT OF HON. RICHARD L. NEUBERGER, A UNITED STATES 
SENATOR FROM THE STATE OF OREGON 


Senator Neupercer. Thank you so much, Mr. Chairman. It is 
I who should be grateful. I am, indeed, appreciative of the oppor- 
tunity to come here. And I assure you I sha P be brief because I know 
that is appreciated by committees. 

You heard this past week, Mr. Chairman, from representatives of 
the onion growers of my State when Mr. Clarence Lee, of Ontario, 
Oreg., testified for the Malheur Onion Growers Association. 

Mr. Chairman, Oregon has a greatly diversified agriculture. Onions, 
one of the many small row crops grown in the State, are produced 
in a volume to be considered a major crop in Malheur and Marion 
Counties. There is no need to repeat statistics previously given before 
the committee to emphasize that fact. 

I want to go on record in support of my constituents in their request 
that trading in onion futures be stopped. 

It seems to me, Mr. Chairman, that the farmer who prepares his 
land, plants the onions, and at last harvests them is the one who 
should have the deciding voice in ending or continuing a system of 
trading in futures. 

I am informed, however, by the National Onion Association that 
onion growers have no voice, and are denied any part or influence, in 
fornialiting rules and regulations to govern futures trading. This 


is a strange anomaly, Mr. Chairman, at a time when farmers have 
taken an ever-increasing can through their own marketing organi- 


zations, in the trading and processing of more and more commodities. 
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The onion growers have observed the results of this business of 
trading in futures since it began in 1942. If, after all these years, 
their verdict is one of condemnation, I am willing to accept the verdict. 
_ I would just like to digress here to say I am not an expert in farm- 
ing. My wife’s folks are farmers. I think if the men who grow this 
crop after over 15 years of experience with trading in futures are 
opposed to it that that is soapthania that we as Members of Congress 
should give a good deal of weight to. 

A great deal of criticism in recent months has been leveled at any- 
thing tending to stimulate the production of surpluses. 

I would like to quote Mr. Joe Y. Saito, president of the Malheur 
County Onion Growers Association. In a letter written to me May 8, 
1956, he said: 

Our first objection is to the fact that overplanting of onions results from sales 
on the futures market. The November contract is opened almost a full year 
ahead of delivery time, and in order to sell onions the trader goes out and con- 
tracts acreage to give him something to trade. 

Mr. Saito goes on to point out how the plantings for futures trad- 
ing can always be over and above the acreage that would be planted 
to move into regular market channels. 

Last year growers in Malheur County lost 50 cents to $1 per 50- 
pound bag on all their medium onions. Mr. Chairman, we should not 
expect the onion grower to subsidize the middleman and the consumer. 

The National Onion Association condemns the futures trading on 
the commodity with this statement: 

By artificially produced situations, possible only with onion futures, unserupu- 
lous, professional speculators with large pocketbooks and small consciences have 
bled the industry of millions of dollars yearly while contributing only financial 
disaster and ruin to growers. 

Some may suggest that regulation is the solution. The growers 
tell me that, as of May 1, there was no law or regulation in effect, to 
control adequately the manipulation and wild fluctuation of onion 
futures. 

They say manipulation is a strong word, probably impossible to 
prove in a court of law, but they insist it does exist and is being done 
today. 

They believe, and refer to Administrator Kauffman’s reference to 
the limited authority of the Commodity Exchange Authority to sup- 
port their belief, that the manipulation, or whatever you may please 
to call it, can and will be stopped permanently only when futures 
trading in onions is ———— a : 

Again, I say, Mr. Chairman, I will accept the verdict of the grower. 
That is why I urge the approval by your committee of H. R. 7920. 
Along with my statementI would like to include a supporting acingrene 
received May 16 from one of the biggest shippers in the rich Lake 
Labish area of Marion County, Mr. George Schmidt, of Brooks, Oreg. 

Also, Mr. Chairman, I would submit the May 8, 1956, letter from 
Mr. Saito, whom I previously quoted, and a letter to Mr. Rodger Kauff- 
man, Administrator of the Commodity Exchange Authority, from 
Mr. Paul T. Rowell, Chief of Division of Market Development for the 
Oregon State Department of Agriculture. 

Let me just say, Mr. Chairman, that when we enjoy those delicious 
rings of crisp french-fried onions with our top sirloin, we like to 
think that the onion grower and the cattleman who have contributed 
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so much to our pleasure, received their fair share of the payment 
which completes the transaction. 

In conclusion, I want to thank you very much for your patience and 
kindness to me. And I just want to add this one fact: The onion 
growers in my State, as perhaps contrasted with a State very near the 
center of American population like that of Mr. Williams, have one 
great additional burden. 

Last October I walked through onion fields in Malheur County and 
talked to growers who informed me that it did not pay them to dig 
up their onions, because the freight shipment cost from Malheur 

ounty, Oreg., to Chicago, where they would have to deliver those 
onions to sell them, would be far more, that freight cost, than they 
would receive from the entire receipts on their crop. That would 
involve the packing, the planting, the irrigation water charges— 
what they would have to pay the irrigation district for pumping 
and all of that—that would not equal their freight shipment costs, to 
put it on the freight car and send it to Chicago. 

I would say that farmers—and these are relatively small farmers 
—that are in that plight, deserve all of the legitimate help we can give 
them. 

I am very grateful to you for this oportunity. 

Mr. Assirr. Thank you. 

Without objection we will include the matter with your statement. 

Senator Neusercer. Thank you very much. 

(The telegram and letters are as follows :) 


Stockton, Cauir., May 16, 1956. 
Senator NEUBERGER, 
Senate Office Building: 


Am sending wire in reference to onion hearing now going on. I grow 150 acres 
and ship eight to nine hundred cars per year, and in talking to growers in our 
area feel it very important to do away with onion futures. 

LABISH BROKERAGE Co., 
GEORGE SCHMIDT, 
Brooks, Oreg. 


STATE OF OREGON, 
DEPARTMENT OF AGRICULTURE, 
Salem, May 16, 1956. 
Mr, Roperr R. KAUFFMAN, 
Administrator, Commodity Exchange Authority, 
United States Department of Agriculture, 
Washington, D. C. 

Dear Mr. KAUFFMAN: Leading onion growers and shippers in Malheur County 
of eastern Oregon and in the Willamette Valley here have called our attention 
to features of and facts surrounding futures trading in onions which they feel 
have depressing effects on the market and prices for their onions. 

Directors of the Malheur Onion Growers Association advise us that some regu- 
lations on trading in onion futures were put into effect during the past year by 
the Chicago Mercantile Exchange, but that these have not accomplished the de- 
sired results. They state that some added restrictions are proposed for which 
they find no greater prospects for success. 

Upon looking over the problems faced by Oregon growers and shippers in 
marketing their onions, we find considerable indication of detrimental effects 
of futures trading on their markets and on prices received, even though that 
trading is on onions grown in other States. 

While futures trading may have a stabilizing effect on the marketing of many 
storable commodities, the reverse may be true of a perishable commodity with 
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normal fluctuations in yearly plantings which can be increased by preseason 
futures trading. 

Onions in my opinion are the most perishable commodity traded on the com- 
modity exchanges. Any increase in United States plantings due to preseason 
futures trading accentuates the overall supply problem on this perishable com- 
modity with a consumptive marketing period more limited than that of other 
commodities on the exchanges. 

Prior to the advent of futures trading on onions, surplus production in 1 year 
normally was followed by smaller plantings and some market improvement in 
the next season or 2. However, under futures trading this normal effect appears 
to have been disrupted by preseason contracts providing financing for plantings 
in addition to those which in any case would be and are planted for later market- 
ing in the normal channels of trade. 

The Malheur Onion Growers Association advises that they proposed last fall 
that the opening of futures trading be delayed until onion plantings were com- 
pleted, but that you advised this would be beyond the legal authority of the 
Commodity Exchange Authority. 

Figures for track holdings in Chicago this past season appear to bear out 
contentions of Oregon and Idaho growers and shippers that futures trading in 
onions has contributed to heavy track loadings during option or delivery months 
compared to those during the nondelivery month of December. Oregon growers 
advise also that in an effort to discourage storage and additional speculation on 
onions delivered there, the Chicago Mercantile Exchange added a 25-cent markoff 
for onions delivered from storage there. It appears that instead of aiding market 
stability this may have increased sales and depressed prices on the Chicago 
market further during periods of heavy arrivals in option or delivery months. 

With no relief apparent from these regulations which it has been found pos- 
sible to apply to futures trading in onions, Oregon growers feel the only means 
of relief from its influence on plantings and surplus production and marketings 
is through the enactment of H. R. 7920 or S. 3204 to eliminate onions from 
futures trading. It appears to us that they have good grounds for this stand, 
and in consideration of the data and information provided as referred to herein, 
advice as to your position in this important matter will be much appreciated. 

Thanking you in advance for your careful attention and consideration, we are. 

Very truly yours, 
PAvut T. ROWELL, 
Chief, Division of Market Development. 


MALHEvR CouNnTY ONION GROWERS ASSOCIATION, 
Ontario, Oreg., May 8, 1956. 
Hon. RicHArRD NEUBERGER, 
United Staies Senate, 
Washington, D. C. 

Dear Senator Neunercer: Onion growers of Malheur County are concerned 
that the bills in the House and Senate that would prohibit futures trading in 
onions are having slow going in committee, and apparently are felt to be prema- 
ture by the Department of Agriculture. 

The House bill, No. 7920, is the subject of a hearing before a subcommittee of 
the House on May 16, and we would like to have your help at this hearing if 
possible. We are asking Representative Coon if he could help also. If time 
would permit, we would appreciate your stating our case at this hearing, or if 
you could not make the hearing, a letter in support of the prohibition of futures 
trading in onions sent to the subcommittee would be most helpful. 

The matter of futures trading in onions and its effect on marketing the fresh 
crop is a complicated one. As a quick reference on the problem, we would like 
to outline the thinking of growers and shippers here as to how we feel the futures 
trading affects this district. 

Our first objection is to the fact that overplanting of onions results from sales 
on the futures market. ‘The November contract is opened almost a full year 
ahead of delivery time, and in order to sell onions the trader goes out and con- 
tracts acreage to give him something to trade. Commercial onion growers con- 
tinually watch the total plantings in relation to outlets, and keep their plantings 
as large as they think they can sell. The speculators watch nothing except the 
prices November futures will bring, and the contract operator who grows the 
onions is concerned only with his contract price. You can well see how these 
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plantings for futures trading can always be over and above the onion acreage 
that commercial growers, or even these same contract growers, would plant to 
move into regular market channels. 

The Commodity Exchange Authority has been considering regulations of the 
futures market to stop abuses, but when we suggested to Administrator Kauffman 
that one of the most necessary regulations would be to hold off the opening of 
futures contracts until onion planting was completed, he informed us this was 
beyond the authority of CHA Thus it appears if regulation is the answer, there 
will have to be broader powers given the Authority. 

Another result of the futures trading that has been a detriment to our market- 
ing is the sale of onions delivered on futures contracts. These have been deliv- 
ered in batches of anywhere from 100 to 500 carlots, rolled into Chicago at one 
time at the close of-each option month. Attempt has then been made to work 
these into produce channels along with the normal supply of commercial onions, 
The result has been surplus track holdings and reduction in prices, because these 
onions were packed and on wheels and had to be delivered somewhere. The CEA 
in attempting to regulate against this difficulty, has assessed a penalty of 25 
cents a sack on onions held in cold storage in Chicago after Futures Board 
delivery. We fail to see how this can in any way help the situation. Instead, 
it appears to us this markdown will make these onions even more of a distress 
item by forcing quicker liquidation. 

Last year growers here lost from 50 cents to $1 per 50-pound bag on all their 
medium onions because the Yellow Globe variety delivered to the futures were 
sold into the Midwest markets at salvage prices. Malheur growers or those of 
any other district must get packing, loading and shipping costs out of their 
onions or they will not even send them to market. These futures onions are 
under no such limitation, as these costs are paid by the speculative holder, in 
anticipation of profits from speculation. Thus, onions delivered on futures 
contract will sell and be delivered for as little as 10 cents a 50-pound bag, because 
after delivery the distribution becomes a salvage deal rather than an economic 
one. 

We have no quarrel with the principle of futures markets. We feel in a stor- 
able commodity where stocks can be held over from year to year that such mar- 
kets can have a stabilizing effect. We had no quarrel with onion futures either— 
because trading is done at such great distance from us, and the Sweet Spanish 
variety grown here is not traded as futures—until the economic effects we men- 
tion recurred season after season to the detriment of our own marketing. 

Attempts are being made at regulation of futures trading, and no doubt fur- 
ther restrictions will be proposed as means to let futures trading continue with 
less serious effects on the industry Because of the basic perishable nature of 
onions, and the delicate balance that must be maintained between production 
and markets, we do not believe that even severe regulation can cure disruptions 
to the cash market. We believe onions should be removed entirely from futures 
trading. 

We will appreciate anything you can do through this hearing or later to bring 
the Senate measure §. 3204 on this matter to vote and get it passed. 

Sincerely yours, 
Jor Y. Sarto, President. 


NortHuwest Livestock Propuctrion Creprt ASSOCTATION, 
Portland, Oreg., April 6, 1956. 
Hon. RicHarp L. NEUBERGER, 
United States Senate, 
Washington, D. CO. 


Sm: We wish to voice our support of 8.-3564 introduced by Senator Holland 
of Florida, this being a bill to consolidate certain units of the Farm Credit Ad- 
ministration. 

This legislation has had the careful consideration of 498 production credit 
associations and other administrative units of the Farm Credit Administration. 
While it does not represent unanimity, the evidence is that it does represent the 
desires of the great majority involved in Farm Credit. 

We particularly wish to ask that this proposed legislation not be modified in 
any way which would give the Federal Government a continuing interest in the 
surplus and reserves of the proposed credit unit after the production credit as- 
sociations have retired all of the Government capital. There has been intro- 
duced a similar bill which contains this objectionable provision, this being S. 3550. 
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Your support of S. 3564 will be greatly appreciated. - Would you be kind enough 
to advise us of any developments adverse to the passage of this legislation? 


Very truly yours, 
CENTRAL OREGON PCA, 
Redmond, Oreg. 
Wma. ©. Hays, 
Acting Secretary-Treasurer, Klamath PCA, estonet Falls, Oreg. 
Don 


. KRIDER, 
Secretary-Treasurer, Mid-Columbia, PCA, The Dalles, Oreg. 
J. MERTON STEIN, 
Seoretary-Treasurer, Northwest Livestock POA, Portland, Oreg. 
J. E. Herevurerr, 
Secretary-Treasurer, Southern Oregon POA, Medford, Oreg. 
IRVIN PATTEN, 
Secretary-Treasurer, Willamette PCA, Salem, Oreg. 
PuHIipe M, BRANDT, Jr., 
Secretary-Treasurer. 


Mr. McIntme. Senator, may I join with the chairman in expressing 
our appreciation on your taking from your busy schedule sufficient 
time to joint with us here in person. 

May I say that last summer, before the Congress adjourned in view 
of the very intense interest on the part of onion producers and potato 

roducers, particularly, in Maine, which happens to be my home 

tate, a resolution to the full Committee of Agriculture of the House 
was submitted, requesting that a special subcommittee be set up, to 
inquire into and to investigate in a general sense this activity of the 
futures trading on onions and potatoes. 

That committee commenced its work under the chairmanship of 
Mr. Grant of Alabama in a hearing at Presque Isle, Maine, in De- 
cember 1955. We have since had a hearing in Chicago, and these 
two hearings were set up in those two localities in order that producers 
might have an opportunity to be heard. 

Then last week we had 3 days of hearings here to accommodate 
some eastern producers who could not travel to Chicago. Also, some 
others were heard, together with officials of the exchange. 

And this is all, of course, documentary evidence representing a 
hearing record with relation to this whole problem. 

And another associated part is that it would be background for 
any legislation which might be considered by the committee, par- 
ticularly the King bill which is now before the committee. 

There are research projects, both in the Department and in coopera- 
tion with the Department, on this matter of futures trading in perish- 
ables, particularly, potatoes and onions, which we hope will be com- 
pleted very shortly and become a part of this record. 

We will, also, get the guidance of the Commodity Exchange officials 
on the basis of the testimony that has been heard. 

I just wanted to outline for you that procedure, because we have 
been trying to take it constructively and objectively and reach a sound 
defensible conclusion in this whole matter. 

Senator Neusercer. I appreciate that information, Mr. McIntire. 

You know, I am one of those who worries when we vote these 
— programs that we are doing relatively little for the people 
who grow row crops. That while we, perhaps, may be taking care 
in greater or lesser degree of some of the so-called “basics,” that many 
of the farmers who grow row crops—and I know there are quite a 
few in your State as in my State—receive relatively very little assist- 
ance in these programs. 
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I happen to be one of the members, alas, a very small minority, 
who voted for the bill introduced, I think, by your own two Senators, 
Mr. Payne and Mrs. Smith, to include some of the vegetables in some 
of these farm programs. I did support that because I worry about 
these people that are outside almost all of these programs. 

So I think the least we can do is to prevent speculation from driving 
down their markets and their prices. 

Iam very pleased to get this additional information from you today. 

Mr. McIntire. Thank you. 

Senator Neusercer. Thank you so much. 

Mr. Aznsrrr. I hope you will be back soon. 

Senator Neupercer. Thank you. You are very kind. I do appre- 
ciate the opportunity to come here today. 

Mr. Anpitr. We are glad to have had you. 

Senator Neupercer. Thank you again. 

Mr, Aspirr. We will be glad to hear now from Hon. W. R. Williams, 
a distinguished member of the Agriculture Committee of the House 
of Representatives. 

We are delighted to have you with us. I know we will profit a lot 
from your wise judgment, from what you have to say about this 
matter. 


STATEMENT OF HON. WILLIAM R. WILLIAMS, A REPRESENTATIVE 
IN CONGRESS FROM THE 34TH CONGRESSIONAL DISTRICT OF 
THE STATE OF NEW YORK 


Mr. WiiutaMs. My name is W. R. Williams, a Member of Congress 
from the 34th Congressional District of the State of New York. 

I come here this morning at the request of the onion and potato 
gos of my congressional district, voicing their support of the 

ing bill, H. R. 7920, or any similar legislation that might accomplish 
the same purpose. 

As you might know, this is planting time in the State of New York. 
And it is extremely difficult for producers to come here to Washing- 
ton and express themselves before this committee, but they want it 
made clear that they are extremely interested in this legislation, 
particularly the onion growers. 

And it is their hope that this committee will act favorably on this 
legislation or as I have stated, similar legislation that would give 
this industry some ee in marketing their product. 

Mr. Chairman, I have prepared a personal statement on futures 


trading in onions that I would like to file with the committee and 
ask that it become part of the record. 

Mr. Assrrr. Without objection that will be done. 

(The prepared statement is as follows :) 


A STATEMENT IN OPPOSITION TO FurURES TRADING IN ONIONS BY REPRESENTATIVE 
WILLIAM R. WILLIAMS, 34TH District, New York 


In the welter of publicity rightfully given to the plight of the American 
farmer in recent months, almost all of the discussion has centered around the 
decline in prices of such major commodities as wheat, corn, cotton, pork and 
beef, and the consequent drop in farmers’ incomes. But there are many farmers 
whose income is derived almost entirely from minor crops whose distress is 
almost totally overlooked. I wish to speak in behalf of one such group today, 
the growers of onions in our country. The dollar value of onion production 
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is of course less than that of the basic crops, but this production finds its way 
into every household and many producers of onions depend upon its price for 
their livelihood. For years onion producers have led a precarious existence, 
never far from the brink of economic disaster. Prices have fluctuated with 
appalling gyrations; just for example, the average price received by farmers 
per 50-pound sack was $2.31 in 1952 and dropped to 79 cents the very next 
year, 1953. There is a widespread conviction among the onion growers of 
the country that price manipulators in the major futures commodity markets 
are largely responsible for this disastrous state of affairs. A brief examina- 
tion of the facts must convince anyone that their complaints have great 
justification. 

From September 1942 on, when trading in onion futures first began, such 
trading has been opposed by most onion growers and by a large majority of 
National Onion Association members. Not only are probably over 95 percent 
of onion growers opposed to futures trading in onions, but these growers and 
their national association are being backed down the line by such organizations 
as the American Farm Bureau Federation, the Vegetable Growers Association 
of America, the United Fresh Fruit and Vegetable Association, the Texas Citrus 
and Vegetable Growers and Shippers Association, and the Western Growers 
Association. In fact not a single agricultural organization, national or local, 
has to my knowledge expressed itself as favoring onion futures trading. 

Onions, being a small and perishable crop that is neither used in appreciable 
amounts in further processing nor has stability in storage, are ill adapted 
to futures trading. Onions contrast markedly with such commodities as wheat 
and cotton where the futures market can furnish some degree of protection 
against price fluctuations to such purchasers as flour millers and cotton manu- 
facturers. It is no reflection on properly regulated commodity exchange deal- 
ings in such staple commodities as wheat and cotton to insist that, as far us 
such a small, perishable, and fluctuating crop as onions is concerned, futures 
trading provides an ideal opportunity for manipulation and enforced false 
fluctuation. 

The way in which such futures are traded makes this manipulating influence 
clear. The November contract is opened 11 months before delivery, 4 months 
before planting and 8 months before harvest. The high opening price tends to 
lure growers into overplanting. The increased planting causes futures prices 
to decline and this in turn leads to a fall in cash market prices. Growers are 
reluctant to sell on a falling market and consequently hold stocks too long in 
anticipation of price recovery. Thus a surplus is created and the cash price is 
driven down still further. 

The market is small enough and the power of a few manipulators on the ex- 
changes large enough that nothing the growers can do will be able to overcome 
the actions of these men who are essentially nothing more than speculators or 
gamblers and who perform no true economic function. 

For many years leaders of the onion industry have pleaded with the Mer- 
eantile Exchange to modify their rules in such a way as to alleviate the evils 
of futures trading which I have referred to and to equalize the present imbalance 
between futures and cash markets. To date, however, no constructive or cor- 
rective changes have been made. 

It is even doubtful that the inclusion of onions within the provisions of the 
Commodity Exchange Act will be of great benefit. This was provided for by 
Public Law 174, approved July 26, 1955. According to a statement made by 
Mr. Douglas B. Bagnell, Deputy Administrator of the Commodity Exchange 
Authority, on January 30 of this year, the Commodity Exchange Authority, as 
a Federal regulatory agency, has power to act only in cases of actual violation, 
and cannot step in to prevent manipulation of the markets in the first place. 
And it must be recognized that it is difficult, and often impossible, to prove 
such manipulations in a court of law. 

I am sincerely convinced that the only way in which manipulations in onion 
futures and the wide fluctuations in these futures can be stopped permanently 
is to get to the root of the evil by enacting lezislation to eliminate futures 
trading in onions completely. That is the purpose of the bills introduced this 
year: H. R. 7920, by my distinguished colleague, Mr. King of Pennsylvania, 
and 8. 3204, introduced by the two Senators from Idaho, Senator Dworshak, 
and Senator Welker. These ills would include onions in the prohibition against 
dealings in commodity futures under the Commodity Exchange Act. In the 
conviction that these bills will prove beneficial to the onion producers of the 
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Nation, and will eliminate some of the enocomically unsound marketing prac- 
tices which have victimized many of them for many years, I am glad to endorse 


this proposed legislation. 


Mr. WiutaMs. In addition to that, Mr. Chairman, I received by 
mail a statement from the New York State Cooperative Seed Potato 
Association, Inc., and this statement is addressed to the chairman 
of this subeommittee, Mr. George M. Grant. I would like to present 
the statement to the Chairman and ask that it become a part of the 
record of these hearings. 

Mr. Assirr. Without objection that will be done. 

(The letter dated May 14, 1956, is as follows :) 


New YorkK Cooperative SEED PoTATO ASSOCIATION, INC., 
Georgetown, N. Y., May 14, 1956. 
Hon. George M. Grant, Chairman, 
Special Subcommittee on Futures Trading in Perishable Commodities. 

Deak Sir: The New York Cooperative Seed Potato Association, Inc., of George- 
town, N. Y., representing about 100 potato grower members, and organized in 
1913, this being the oldest cooperative of its kind in the United States, wishes 
to submit the following statement for the records of the hearing of the Special 
Subcommittee on Futures Trading in Perishable Commodities, May 17-18, 1956. 

We believe the potato futures market is detrimental to the industry for the 
following reasons: 

1. Potato prices in the market should be governed by supply and demand with 
natural fluctuations for grades, sizes, packages, transportation, and handling 
costs. Grower receipts depend on market prices of potatoes. 

2. Futures market prices can be manipulated by large operators and pooled 
interests to raise or lower futures prices as they choose. This sort of thing 
hurts the producer who depends on potatoes for a living. 

3. More and more we find trade in actual potatoes influenced by futures 
prices rather than natural factors. Thus the potato market price may be much 
lower than would otherwise be the case, especially when large operators or 
pooled interests are scheming to keep prices low to protect their holding in 
the market. 

4. The futures market is operated as a speculative rather than a hedging 
proposition. In most cases this tends to eliminate grower participation unless 
he is in a financial position to speculate and puts the business in hands of 
moneyed speculators. 

5. While it is true that some growers play the market, it is with the idea 
of speculative gain rather than protective hedging. We know of no growers 
utilizing futures operations who deny this and who do not say confidentially 
the futures market is not good for the industry. 

For the above reasons, we wish to go on record opposed to continuance of 
potato futures markets. 

Respectfully submitted. 

Frep Eaton, President. 


Mr. Wiu1AMs, That is all I have, Mr. Chairman. 

I do want to express my appreciation to you, as chairman, and 
Mr. McIntire, as a member of the committee, for your kindness in 
giving me this opportunity. 

Mr. Assrrr. We deeply appreciate your presence here. You have 
always been so helpful and active on the committee. We value your 
advice tremendously, and congratulate you on the fine work that you 
are doing for your constituents. 

Mr. Wituiams. Thank you, Mr. Chairman. 

Mr. McIntiee. I certainly would like to concur in those observa- 
tions which you have just made. 

Mr. Williams, as you look over onion growers in your area, do you 
think or do you know of any particular strength which futures trad- 
ing gives to their ability to obtain financing? Are you familiar with 
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any growers who feel that the opportunity to hedge on a futures mar- 
ket, whether it is their own production or in contracts of their same 
commodity—I appreciate that your New York growers cannot hed 
in New York potatoes, you have to hedge in Maine potatoes, that is 
perfectly all right, in that you can hedge your own costs by selling 
on the board Maine contracts—do you feel that there is much basis 
for the need of such hedging privileges in order to have a sound 
financing program for your growers, or do they just not participate 
in that type of hedging very much? 

Mr. Wriu1ams. I do not think that New York producers practice 
that to any great extent. In fact, I do not know of any growers in 
my district that have ever done it or care to do it. 

Mr. McIntire. Your credit agencies are not insisting on it ? 

Mr. Wiit1aMs. I do not think they have, so far. Not that we are 
in any better financial shape than any other localities, but we have 
never resorted to that practice. 

Mr. MoIntme,. The reason why I was interested to inquire on that 
point was that there has been considerable reference in the testimony 
we have had during the hearings we have held in various places to 
wt = that this is a necessary tool in order to establish a sound credit 
vehicle. 

Mr. Witu1aMs. I do not believe that. 

Still I want to make it clear that I personally never have had any 
experience with it. I am not at all familiar with the program nor 
have I known of anyone, as I said, in my acquaintance in my con- 
gressional district that has been a part of any future marketing 
manipulation. 

Mr. McIntiee. Thank you very much. 

Mr. Assitr. Weare glad to have had you. Thank you. 

Mr. Witu1ams. Yes. Thank you. 

Mr. Azspirr. We are glad to have with us Senator Dworshak of 
Idaho. We appreciate so much your coming around to attend our 
hearing. We are delighted to have you. 

We will be glad to hear from you at this time. 


STATEMENT OF HON. HENRY C. DWORSHAK, A UNITED STATES 
SENATOR FROM THE STATE OF IDAHO 


Senator Dworsuax. Thank you. 

Having served 8 years in the House of Representatives, I have fol- 
lowed the practice reluctantly of appearing at hearings before your 
body. I think ordinarily that you are entitled to reach your own 
legislative conclusions. But because I introduced a companion bill 
to H. R. 7920, in the Senate on February 16, which is S. 3204, a bill 
to amend the CEA so as to prohibit trading in onion futures through 
any board of trade designated as a contract market under the provi- 
sions of such act, I felt it incumbent upon me to make a brief appear- 
ance before your group. 

I understand that several representatives of the growers and ship- 
pers of onions in Idaho testified last week. 

Furthermore, that you had some exceptionally interestin ee 
which probably have given you a more accurate understanding of the 
profound interest in this legislation on the part of those engaged in the 
onion industry. 
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For several weeks in both the House and in the Senate we have 
been considering legislation to stabilize agriculture. 

This industry, obviously, is not participating equitably in the na- 
tional economy and the national income. Tt would appear to me that 
instead of trying,to legislate greater equity that we might be more 
successful if we sought to enact legislation, like H. R. 7920 and S. 
3204, designed to eliminate some of the difficulties, solve some of the 
problems resulting from procedures which we find today in the market- 
ing of agricultural products. 

And I think that that is particularly true as we consider legislation 
dealing with futures trading in onions, a perishable commodity. 

I know that you are aware of the fact that very few of these com- 
modities are traded on exchanged, mercantile exchanges, or elsewhere, 
and that the record indicates that much confusion has resulted from 
the trading in onion futures. 

Manipulation in onion trading on the mercantile exchange has 
caused extensive distress among the growers in Idaho and other 
States. In the past few years it has been difficult, if not impossible, 
to stabilize the production of onions in Idaho because of the uncer- 
tainty in futures trading. 

During the past 2 years there have been times when No. 1 onions 
from Idaho have been dumped at from 10 cents to 15 cents a bag in 
the Chicago market. I have been unable to discern any real benefits 
accruing to the onion industry from this exchange trading. 

Your committee has heard many witnesses outline the disadvantages 
of futures trading. And instead of trying to give you any technical 


data, I shall merely stress six reasons outlined by the National Onion 
Association in support of this legislation now before you. 
These reasons are, and possibly they have already been submitted 
to your group, but I believe that they emphasize the principal reasons 
t 


in support of this legislation and they are as follows: 

(1) Onion growers have no voice and are denied any part or in- 
fluence in formulating rules and regulations to govern futures trading. 

(2) Onions, a small, perishable crop, do not lend themselves to 
futures trading. 

(3) No laws or regulations adequately cover or control futures 
trading of perishables. 

(4) Any rule or benefit of futures is designed for the trader and 
speculator, with onion growers never considered. 

(5) — marketing on the basis of supply and demand is im- 

ossible. 
(6) Future benefits are really detriments which further complicate 
onion marketing. 

Now I think those summarize briefly the principal reasons why 
you ought to take action on this legislation. We should do everything 
possible to stabilize agriculture, not harrass it, 

Onion growers do not want subsidies. They want to eliminate 
speculation and manipulation involved in futures trading. 

And I am sure that after listening to all of the witnesses in behalf 
of the industry—and I presume that you have had oponents here 
testifying in behalf of the Mercantile Exchange, but I am sure that 
you will reach the conclusion that this legislation is highly desirable; 
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and, therefore, I urge favorable action on this bill to prohibit such 
trading. 

Thank you. 

Mr. Jennrnos (presiding). Thank you, Senator. 

Mr. McIntire. Mr. Chairman, Senator Dworshak, as one member 
of this committee, I want to express my sincere appreciation for your 
taking your time this morning to be here to give us the benefit of 
your views. 

IT am sure you are quite familiar with the onion as a commodity pro- 
duced in Idaho and it is in substantial quantities. 

We have had, on the part of those who support futures trading of 
onions, a great deal of emphasis placed on the importance of the 
board—and I am sure you know What I mean by that—as a place of 
determining the market of the supply and demand factors, and that 
it is an open market. In other words, it is a market that is there 
practically all of the time, and particularly that it offers the pro- 
ducer an opportunity to sell in advance at Hiya prices which may be 
profit-making prices at that particular time. 

And furthermore, that it is an essential, and very constructive, let 
me say, as a vehicle for establishing a sound basis of credit for the 
production of finance. 

As you have observed the operations in your State of the producers 
of onions, do you think that any of those are substantial arguments 
for the continuance of futures trading? 

Senator Dworsuak. Congressman, I do not. As I said, I am not 
an authority on legislation of this kind, but basing my observations 
on the experiences of onion growers in Idaho—and it is a sizable 
industry, particularly in western Idaho—I would say, first, that there 
may be isolated cases where some growers may do some hedging and 
buy a future contract, presumably to protect himself. 

ut I think that most of that is done by speculators and persons 


who are not directly interested in vice or selling, actually, onions. 


So far as credit is concerned, I am sure that it is not necessary for 
onion growers in Idaho to have available a source of credit to finance 
their onion operations. 

I have consistently heard of distress and problems related to the 
production of onions in western Idaho where they always produce a 
crop, but occasionally while they get a very profitable price, usually 
there is no moderation or storability. And we find that when the 
onions are shipped to Chicago and other markets invariably there is 
manipulation which results in distressingly low prices. And when 
you consider that fine onions will sell for as low—will be dumped on 
the market for as little as 10 and 15 cents a bag, then, obviously, 
something must be wrong. While at the same time, if you buy those 
onions in the retail stores, in the East you pay 10, 12, or 15 or 18 cents 
a pound for them. 

As we try to close this gap, this disparity between what the grower 
receives and the consumer pays, then, certainly, something is wrong 
with the onion industry. 

Mr. MoIntire. Thank you. 

Senator DworsHax. Thank you. 

Mr. Aseitr (presiding). We deeply appreciate your coming to 
testify before our committee. 

Senator Dworsnax. Thank you. 
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Mr. Apsirr. We have the distinguished Congresswoman from 
Idaho. 
_ We want to compliment you on the splendid work you are doin 
in representing your constitutents so well. And it is a privilege an 
pleasure to have you here with us. 


STATEMENT OF HON. GRACIE PFOST, A REPRESENTATIVE IN CON- 
GRESS FROM THE FIRST CONGRESSIONAL DISTRICT OF THE STATE 
OF IDAHO 


Mrs, Prost. I appreciate, Mr. Chairman, very much the opportunity 
of appearing before your committee. 

My name is Gracie Pfost, and I am a Member of Congress from 
Idaho. Idaho onions are almost as well known as Idaho potatoes. 
Idaho, and Malheur County, Oreg., together constitute the third 
largest late-onion-growing area in the whole country. 

SS when onions are in trouble, we get pretty concerned. And be- 
lieve me, the onion industry is in real trouble—both the onion grower 
and onion shipper—because trading in onion futures on the Chicago 
Mercantile Exchange is permitted. 

You have already heard about the chaos this practice creates from 
two of the foremost residents of my congressional district—Mr. 
Douglas McGinnis, president of the Southwest Idaho Onion Growers 
Association, and my good friend and neighbor, Mr. Charlie Burns, 
who represents the Idaho Grower Shipper Association. These gentle- 
men have given you considerable specific information on how onion 
futures trading hurts the Idaho industry. They know their onions 
so I will not go over the same ground. 

I want to stress that I do not agree with the wait-and-see thinking 
of the Department of Agriculture which holds that no further action 
should be taken until the Mercantile Exchange is given time to experi- 
ment under the stopgap measure passed last session. 

Certain minor future onion-contract changes have been made as a 
result of this law, but they do not correct the principal abuses which 
are causing the trouble. The onion industry in my State can see no 
reason to struggle through another season under the present inade- 
quate laws. 

They are convinced the only answer to their problem is complete 
abolishment of trading in onion futures, and neither they, nor I, 
can see any reason for not taking action now. 

I think there is another angle to which this committee should give 
consideration. Continuance of onion futures trading poses an over- 
hanging threat to the entire fruit and vegetable industry. 

Tf the onion industry does not rid itself of this parasite, the Mer- 
cantile Exchange may very well list other. commodities for futures 
trading. And, as happened with onions, this can and will be done 
without either the consent or the approval of the growers and shippers 
of these commodities. 

Let me point out that growers and shippers do not necessarily con- 
sider speculation in physical onions undesirable. The trouble arises 
when a highly perishable product like onions is manipulated on paper, 
regardless of supply or demand. 

uch trading serves no useful purpose. The exchange does not 
grow a sack of onions, it does not grade, ship, or sell a single car in 
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normal trade. Trading in onion futures merely makes speculators 
rich at the expense of the men who have done all of the hard work— 
the growers and shippers. 

Onion growers feel that manipulation on the Mercantile Exchange 
was wholly responsible for sack of the surplus acres of onions that 
have been planted in the past few years. A few “bearish” traders 
on the exchange can completely upset the delicate law of supply and 
demand. 

A heavy storage concentration of onions at any one point for board 
delivery creates a surplus and a fear price and supply position. The 
grower and shipper can easily lose their shirts. 

For example, this past March board prices were forced down as low 
as $60 per car and finally closed out at $90 per car delivered at Chi- 
cago. The freight alone on a car of onions from Idaho to Chicago 
amounts to $438, in addition to $300 per car-processing charges, and a 
conservative estimate of $300 per car growing, harvesting, and storing 
costs which makes a total cost of $1,038 per car. 

Mr. Chairman, the onion industry is seeking no subsidy or an 
other type of Government relief. They are simply asking to be al- 
lowed to control their own product. They are requesting that they 
be freed from the menace of onion futures trading which has been 
forced upon them without their consent. They want to be able to 
operate under the law of supply and demand, rather than under the 
feverish manipulations of some speculators on a mercantile exchange 
hundreds of miles across the country from them. 

In don’t think that is an unreasonable request. I think it is one 
which this committee will recognize as wholly valid and honorable— 
and I sincerely hope the members of the committee will see their way 
clear to report H. R. 7920 to the floor so it may be considered this 
session. 

Many thanks for your courtesy in listening to me. 

Mr. Axssirr. Mrs. Pfost, we appreciate so much your coming here 
and giving us the benefit of your thinking in this matter. And we 
again want to compliment you on the fine way you are representing 
your constituents. 

Mrs. Prost. Thank you very much. 

Mr. McIntire. I certainly want to express my appreciation for 
Mrs. Pfost’s being here to add her testimony to the record which we 
have received from many of the growers in her district and in Idaho. 
We had a number of witnesses in our hearing in Chicago from Idaho; 
and, also, those who were here last week of winds you know. It seems 
to me that they have presented their arguments very constructively 
and objectively. We certainly appreciate your interest in our com- 
mittee’s work, 

Mrs. Prost. I am sure they have. I appreciate the time and energy 
you people have spent in listening to my constituents and the people 
who have come from a great distance. They expressed their appre- 
ciation to me for the many courtesies you folks extended to them. 

They spent all of last week during your hearing right here in the 
committee room. And they were most pleased with the reception they 
received and the many courtesies extended to them. On behalf of 
them I would like to thank you people for the courtesies you extended 
to them. 
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Mr, Azsirr. Do you have any questions? 

Mr. Jennines. No questions. 

Mr. Azsarrr. Mr. King, do you have any questions? 

Mr. Kine, No questions, nothing except to agree with what has 
been said about your testimony on behalf of the bill. 

Mrs. Prost. Thank you very much. 

Mr. Assrrr. At this time I would like to recognize Senator Potter, 
of Michigan. 

We are very glad to have you here with us this morning. 


STATEMENT OF HON. CHARLES E. POTTER, A UNITED STATES 
SENATOR FROM THE STATE OF MICHIGAN 


Senator Porrer. Mr. Chairman and members of the subcommittee, 
may I say that it is a real pleasure to again be amongst Members of 
the House where I spent so many happy days. I wish to express my 
sincere thanks for being allowed to appear here today. 

I do not purport to be an expert on futures trading in perishable com- 
modities or on futures trading in onions. I do know something, how- 
ever, about the onion growers in my State and I know they are in great 
distress. 

I know also their distress is due to the device of futures trading. 
I believe the members of the committee are acquainted with the fact 
that Mr. Veril Baldwin, of Stockbridge, Mich., is president of the 
National Onion Association. I have known Mr. Baldwin well for 
a number of years. He grows onions and is a good farmer. 

As president of the National Onion Association, he knows the prob- 
lems of the onion growers. I can state unequivocally that when Mr. 
Baldwin says the onion growers, not only in the State of Michigan 
but in other States, are in great distress, we can be sure this is the 


case. 

We can also be sure when Mr. Baldwin says the great distress of the 
onion growers is due to futures trading that this is a fact. I think it 
is well to note that when our onion growers ask for legislation to stop 
futures trading in their commodity they are not asking for preferen- 
tial treatment. They have never asked for special treatment and are 
not doing sonow. They have never asked for marketing agreements, 
subsidies, or anes of any kind. 


The onion industry has never cost the taxpayers or the Government 
a nickel in the way of subsidies or supports. All the onion growers 
want to do is to be able to grow their onions and sell them in an orderly 
cash market. They want merely to sell their onions in a market where 
supply and demand is the rule, not manipulation and speculation. 

A person does not have to be an expert in the economics of agri- 
culture and trading to know that perishable commodities do not lend 
themselves to futures trading. 

I am cognizant of the fact that futures trading in storable, non- 
perishable commodities has certain advantages. By no stretch of the 
imagination, however, is this true of perishable commodities such as 
onions. 

If futures trading were of benefit to our customers, and to our onion 
growers, of course, I would be highly in favor of it. This is not the 
case, however. Futures trading in onions does not benefit the con- 
sumers at all. When onions sell for less than the cost of the bag which 
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contains them, it is a most ridiculous situation. Yet, this situation 
has existed. 

Our onion growers, just like all of our farmers, are entitled to a fair 
and equitable return for their risks, their labor, and their knowledge. 
It is only fair to ask the question: If the consumer is not benefited by 
futures trading in onions and if our onion growers are not benefited, 
then just who is benefited by the device? 

The answer, of course, is well known to those in the onion industry. 
Very clearly the only ones who benefit are a handful of manipulators 
and speculators. 

Were this same situation true in large industries, of course, there 
would be a great hue and cry for legislation and, undoubtedly legisla- 
tion would be forthcoming to alleviate the situation. Because the 
onion industry is a comparatively small industry is no reason to deny 
it the protection it deserves and needs. 

Very clearly it is simply a case of the tail wagging the dog. A small 
group of speculators and manipulators, through futures trading in 
onions, are able to the detriment of the onion growers, to reap huge 
profits for themselves at no benefit to the consumers. 

This ridiculous and unfair situation needs to be changed. It clearly 
calls for legislation to prohibit all futures trading in onions. Ex- 
perience has shown that with futures trading prices of onions have 
skidded to where the onions sold for less than the cost of the bag in 
which they were shipped, and yet the consumer was not benefited— 
only the speculator. 

We should not be loath to pass legislation affording protection to 
our onion growers from wild speculation and manipulation which is 
so demoralizing and has such a depressing effect upon the price of 
their commodity. 

Congress has not condoned such activities in other economic areas. 
I do not think our onion growers should be singled out for lack of 
adequate protection just for the benefit of a few manipulators who 
have absolutely nothing to do with the production of onions—they 
perform no useful function and, in fact, are parasitic in nature. 

I want to reiterate, however, that this situation does not apply to 
storable commodities of a nonperishable nature. Futures trading in 
these commodities, I am sure, has its advantages. But I must em- 
phasize that this is not the case with respect to perishable commodities. 

I am sure that none of us wish to see the onion industry deteriorate 
to such an extent that it must come to Congress and ask for legislation 
in the nature of controls, price supports, subsidies, marketing agree- 
ments, and so forth. 

It is particularly noteworthy that the entire onion industry knows 
the cause of its distress and is in agreement as to the remedy. It is 
also noteworthy that the remedy is simplicity itself. Legislation 
need only be passed prohibiting futures trading in perishable 
commodities. ; 

Such action, promptly taken, will obviate the necessity for more 
complicated action, which must surely be taken at a later date, if we 
fail to act promptly now. 

There are those who claim that prior to as) islation pro- 
hibiting futures trading in onions the situation should be studied 
eee a. that statistics should be compiled and additional data 
assembled. 


FUTURES TRADING 379 


I want to emphasize that the great distress in which the onion in- 
dustry finds itself today is not a theory, but a condition, and a bad one, 
Huge quantities of statistics, graphs, charts, data and material can 
be compiled, but they can have absolutely no good effect upon the 
onion industry today unless futures trading in onions is prohibited. 

I do not think we need to compile voluminous statistics and data 
to prove a condition that we know full well exists. Nor do I think 
that if.we ignore the bad situation it will automatically go away. 

Affirmative action should be taken promptly in the form of legisla- 
tion to prohibit futures trading, not only in onions, but in all perish- 
able commodities that are subject to this device. 

Again, I want to thank the committee for its kindness in letting 
me testify on this important matter. 

Mr. Assitrr. Thank you very much, Senator Potter. 

Senator Porrrer. Thank you for this opportunity. 

aa Assirr. We will next hear from Congressman H. R. Gross 
of Iowa. 

We are glad to have you here today. We will be glad to hear from 
you at this time. 


STATEMENT OF HON. H. R. GROSS, A REPRESENTATIVE IN CON- 
GRESS FROM THE THIRD CONGRESSIONAL DISTRICT OF THE 
STATE OF IOWA 


Mr. Gross. Mr. Chairman, I appreciate this opportunity to submit 


a brief statement in support of onion growers in my State who are 
opposed to futures trading in this perishable commodity. 

am advised that 95 percent of the onion growers who testified at 
a hearing conducted by this subcommittee in Chicago on March 24 
voiced opposition to futures trading. This group included a con- 
stituent of mine, Mr. Sam Kennedy, of Clear Lake, Iowa. 

Mr. Kennedy’s statement is a matter of subcommittee record, and 
T want to concur in the views he expressed. I also want to emphasize 
that he speaks from vast experience in this competitive business. He 
has been producing onions on a commercial basis in Iowa for 50 years. 

To my knowledge, there is no evidence to indicate that the best 
interests of any ent of the onion industry—growers, shippers, or 
dealers—are served by futures trading. Furthermore, I cannot con- 
ceive how the consumer derives any benefits. 

On the contrary, it has been pointed out that futures trading has 
caused growers, shippers, and dealers to lose confidence in the onion 
market; that there no longer is the least assurance of a steady, de- 
pendable market as was once the case. 

Who does profit then from futures trading in onions? It would 
appear only those few market speculators and brokers who deal in 
onion futures have anything to gain by continuation of this trading. 

I am sure all of us agree that our first responsibility is to the 
thousands of relatively small onion growers instead of these few spec- 
ulators and brokers who have not the slightest interest in maintain- 
ing steady, dependable markets on which producers must depend if 
they are to ize fair and reasonable profits. 

In closing, Mr. Chairman, I want to compliment you and the other 
subcommittee members for giving serious consideration to this matter, 
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and I respectfully urge that favorable action be taken on legislation 
which would prohibit trading in onion futures in commodity 
exchanges. 

Thank you. 

Mr. Aserrr. Thank you very much. 

Mr. Gross. Thank you for this opportunity. 

Mr. Assrrr. We will next hear from Mr. Wayne Aspinall of 
Colorado. 

We are very glad to have you here this morning and to hear from 
you. 


STATEMENT OF HON. WAYNE ASPINALL, A REPRESENTATIVE IN 
CONGRESS FROM THE FOURTH CONGRESSIONAL DISTRICT OF THE 
STATE OF COLORADO 


Mr. Asprnatt. Mr. Chairman and members of the subcommittee, 
I wish first to thank you for the opportunity of appearing before 
this committee on Futures Trading in Dariakabe Commodities. 

By way of identification, I represent the Fourth District of Col- 
orado which comprises for the most part, the western half of the State. 

I do not wish to pose as an expert in this subject as I have not 
had the time to give this matter sufficient study. However, I do know 
that onions are an important cash crop in western Colorado, It is 
my information that the onion growers of my district are convinced 
that futures trading in onions is inimical to their interest. 

I should like, therefore, to include as a part of my statement, a letter 
received by me from Mr. E. A. Bay of Olathe, Colo. Mr. Bay has 
been in the onion business for 37 years, the last 11 of which has been 
covered by the period of futures trading. 

This long association with the industry certainly qualifies him to 
speak on this subject, and it is his conclusion that future trading in 
onions is harmful to the industry. I should also like to include two 
eg which I have received from onion producers relative to 

. R. 7920, both urging that it be adopted. 

I realize that many benefits are ascribed by some to a futures mar- 
ket in traded commodities and that a long history exists in such deal- 
ing in wheat and other storable grains. 

The primary benefit of this trading, as I understand it, is to pro- 
vide a stable market for millers. I do not see that these values would 
be applicable to a perishable crop like onions. In keeping with its 
usual procedure, I urge a careful consideration of this legislation by 
your honorable committee. 

Mr. Assirr. Without objection that may be done. 

(The letters are as follows :) 

Western Colorado produces 600 to 800 cars of onions yearly. These are mostly 
yellow Danvers which are eligible for delivery on the Mercantile Exchange. 
Northern Colorado produces 800 to 1,000 cars yearly of which perhaps 25 percent 
are yellow Danvers, the balance Spanish type onions not eligible for delivery 
but which do compete with yellow Danvers in cash markets. The Arkansas 
Valley usually produces from 1,500 to 2,000 cars of Spanish type onions not 
eligible for board delivery but which are competitive on cash markets with 
onions which are eligible for delivery. Normal movement extends from August 
through February in the Arkansas Valley and northern Colorado and through 
March in western Colorado. All Colorado districts feel strongly they have 
been hurt by future trading in onions, especially from November through March 
when the various options mature. 
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In western Colorado the local cooperatives at Montrose and Olathe at the 
time of their annual meeting went on record unanimously favoring legislation 
prohibiting future trading in onions. Petitions signed by independent growers 
covered. the balance of the acreage in this area and about 85 percent of the 
total western Colorado acreage. The acreage in the Grand Valley comprising 
10 to 15 percent of the total was not worked as it is some 50 miles from 
this area. 

Shippers in northern Colorado and the Arkansas Valley contacted many of 
their growers and reported they were all strongly in favor of the proposed legis- 
lation prohibiting future trading. 

It is the consensus of opinion of growers and shippers contacted that future 
trading serves no useful purpose. It does not grow a sack of onions; it does 
not grade, ship nor sell a single car in normal trade channels. It does ac- 
cumulate a good many cars (this past season about 650 cars) at the time of 
the November option delivery which it places in cold storage in a concentrated 
urea in and around Chicago where these cars are used to pose a threat to cash 
prices for the following 4 months. They did this very effectively this past 
season. 

United States Department of Agriculture onion crop estimates for the 1955 
growing season indicated a slightly smaller than average crop. With our in- 
creasing population it would seem these onions should have moved into con- 
sumption at satisfactory prices and a measure of profit to the grower. The 
reverse was true. The finish of the deal saw onions selling as low as ten 
cents per bag on the Chicago market. Growing, grading, transportation, cold 
storage, and selling charges represented conservatively $1.50 per bag. 

A check of United States Department of Agriculture marketing report cash 
prices from day to day compared with Chicago Mercantile Exchange trading 
prices will show pretty well what took place in spite of a slightly less than 
average sized crop to move. 

Enactment of legislation which has been introduced in the House by Repre- 
sentative King and in the Senate by Senators Dworshak and Welker will not 
remove a single necessary or useful factor from the onion industry but it will 
restore a free market, governed only by the law of supply and demand which 
I believe is.in line with present Agricultural Department policy. It is the 
writer’s opinion that any industry has a right to function normally, free from 
any harmful artificial influences. The recent history of the onion industry 
presents a sad picture of just how harmful artificial influences can become. 

So far as I can learn the only people interested in continuing the present 
harmful setup is a small group of professional traders, their brokers, and the 
Chicago Mercantile Exchange who are the chief and almost only beneficiaries of 
future trading. An effort is being made at this time to amend trading rules 
and practices to correct some of the most glaring abuses. This at best is a 
patchwork job and does not reach the seat of the trouble which is future trad- 
ing itself. Medication may prolong the life of a cancer victim but only surgery 
can effect a complete removal and save the life of the patient. 

We tried medication last year and it did not work. It has been suggested 
that a delay to further evaluate exchange changes would work no particular 
harm. It is the writer’s considered opinion that the history of trading on the 
exchange is all bad. It is not needed; it serves no useful purpose; failure to 
enact bills already introduced at this session of Congress means one more year 
of disaster and discouragement for onion growers who have already planted 
this year’s crop. 

The proposed legislation is good. It serves a useful purpose. All available 
information indicates it is badly needed now. 


OLATHE, CoLo., February 22, 1956. 
Hon. WAYNE D. ASPINALL, 
United States Representative, 
House Building, Washington, D. C. 


DeAr Sir: I am enclosing herewith a copy of a petition that I am addressing 
to yourself and both Colorado Senators, signed by 30 Colorado onion growers, 
asking that legislation be enacted prohibiting trading in onion futures. It 
seems to be the unanimous opinion of growers in this area that growers have 
been badly hurt by future trading almost every year since onions have been 
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eligible for trading on the Chicago and New York Mercantile Exchanges. Be- 
cause it is a small crop it lends itself to manipulation by professional traders. 
The writer has long been of the opinion that if ownership of cold storage onions 
in the Chicago area which usually go in in November and remain as a threat 
until March or the end of the Northern deal could be determined it would bear 
a remarkable resemblance to a list of short professional traders from Decem- 
ber first to end of season. Brokers books would disclose who the short traders 
were. 

Recently March delivery showed a little strength and trading immediately 
stepped up with from 500 to 1,000 cars daily being traded in with the result 
that prices were hammered down about 30 cents per 50-pound bag. Actually 
there won’t be over 2,000 to 2,500 cars of Northern onions available as of March 
first yet more than this number are being traded in weekly. 

I understand that Representative King has introduced a bill that will prohibit 
both onion and potato future trading and that both Idaho Senators are spon- 
soring a like bill in the Senate. I hope that after mature consideration you 
will give the House bill your active support. 

Yours very truly, 
BE. A. BAY. 


We, the undersigned, growers and handlers of onions, desire to go on record 
as asking for legislation to eliminate futures trading in onions for the following 
reasons, which we believe are valid. 

1. Onions are being traded in today on the Chicago Mercantile Exchange at 
prices less than cost of production despite the fact that we have a fairly short 
crop that would warrant profitable prices if the law of supply and demand 
were permitted to govern. United States Department of Agriculture crop esti- 
mates show 1955 production of Northern yellow onions well below both 1954 and 
the average for the 10 pervious years’ productions. 

2. In 1954, Chicago Mercantile Exchange onion trades totaled 136,885 cars. 
Actual deliveries on exchange trades totaled 1,475 cars or slightly over 1 per- 
cent of trades; 1955 trades totaled 147,825 cars. Delivery was taken on 2,397 
ears, or about 1.5 percent of cars traded. A large percent of cars on which 
delivery was taken went into cold storage in the Chicago area and posed a 
threat to the cash market during the balance of the season. Witness the day- 
to-day prices on Northern yellows (except 3 inches and larger yellow Spanish 
which are not eligible for trading) on the Chicago market as compared with other 
markets as shown in the United States Department of Agriculture, Agriculture 
Marketing Service daily bulletins. Other markets are invariably higher than 
Chicago markets. Also onions not eligible for delivery consistently command 
much higher prices, even in Chicago, than onions which are traded in. 

3. It is our considered opinion that futures trading in onions serves no useful 
purpose to the industry; that it is not needed, but on the contrary has been 
detrimental to the industry ; that its depressing effect is not only felt in Chicago 
where it is most harmful, but because of the uncertainty created by the exchange 
trading in the minds of receivers it has created a lack of confidence and brought 
about hand-to-mouth trading with more or less depressed prices in all large 
receiving markets. We believe elimination of futures trading would restore 
confidence in terminal markets and be a distant service to that part of agricul- 
ture which grows onions commercially. 

Respectfully, 

E. A. Bay, Olathe, Colo.; Eddie Horis; C. W. Humphrey; Joaquin 
Rodriquez; Robert P. Mills; Clarence Wallace, Jr.; Floyd 
Archuleta; J. L. Fisher; F. K. Vaughan; Robert Clubb; F. W. 
Hatfield; Clark McManus; Claude Archuleta; Thomas Brito; 
Catalino Barrientos; D. P. Young, Olathe, Colo.; Henry Clark; 
Frank F. Wistel ; Adolph De Guelle ; John W. Clark ; Chas. Rowan ; 
I. R. Homewood; John Supper; Harold Anders; J. H. Hilltson; 
Bryan Smith; Harold W. Smith; Toby Giron; Chester Torrey ; 
Raymond Barrientos. 
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Montrosk, Couo., April 27, 1956. 
Mr. WAYNE N. ASPINALL, 
House Office Building, 
Washington, D. C. 


Deak Mr. ASPINALL: At a recent meeting of The Equalizers, a farm organiza- 
tion, it was decided that national legislation should be enacted to secure perma- 
nent removal of perishable fruits and vegetables from futures trading. We wish 
to endorse H. R. 7920, recently introduced by Congressman Karl C. King, which 
bill amends the Commodity Exchange Act to abolish all futures trading in so- 
called onion futures, 

We, the undersigned, hope you will see fit to support this bill. 

Respectfully, 
Leland L. Miles; Peggy J. Miles; Geo. George; Mrs. George; Mrs. 
Eudean Wissel; Mrs. Loy Bond; Loy Bond; Budean Wissel; 
Melvin Gailey; Mrs. Melvin Gailey; Mrs. Dallas Tatman; Dallas 
Tatman ; Lee R. Cooper; Mrs. Lee Cooper. 

Mr. Ansirr. We will next hear from Congressman Lawrence H. 
Smith, one of our colleagues. 

We are very glad to hear from you now. 


STATEMENT OF HON. LAWRENCE H. SMITH, A REPRESENTATIVE 
IN CONGRESS FROM THE FIRST CONGRESSIONAL DISTRICT OF 
THE STATE OF WISCONSIN 


Mr. Smiru. Mr. Chairman, I appear in support of the bill before 
you for consideration. Its purpose, as I understand it, is to amend 
the Commodity Exchange Act so as to prohibit futures trading in 
onions. This is a worthy and much needed objective in order to pro- 
tect the farmers who produce the onions for market. 

While my congressional district does not rank with some other 
States in acreage yet approximately 1,274 acres are producing onions. 
The yearly yield is about one-half million bushels. This is, I am 
informed, close to one-third of the total production in the State of 
Wisconsin. 

Responsible information reaches me, Mr. Chairman, that futures 
trading is harmful to growers because a small clique has been able to 
manipulate the market, in violation of the law of supply and demand. 
The bill before you will, if enacted into law, prevent manipulation 
of futures trading in onions. 

The voice of the Vegetable Growers Association of America should 
have some influence upon this Congress as the onion growers are an 
important section of that group. At its 47th annual convention in 
Washington earlier this year the delegates representing more than 
8,000 vegetable growers voted unanimously to petition the Congress to 
eliminate futures trading in onions. 

It is with some pride, Mr. Chairman, that a personal friend and 
constituent, Mr. James D. Swan, Jr., of Delavan, Wis., was the presi- 
dent of the Vegetable Growers Association and its presiding officer 
during the convention period. 

Mr. Swan isa real dirt farmer and understands the problem facing 
the onion growers of America and the dangers that threaten their 
existence by the operations of both the New York and Chicago 
Mercantile Exchanges. 

As a matter of fact, Mr. Swan served one term as grower advisory 
member on the Chicago Mercantile Exchange without voting privi- 
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leges on its board of governors. He has informed me that he at first 
believed the exchange could render a service to the onion growers of 
this country. 

He delivered one of the first cars of physical onions ever delivered 
under a futures contract when the price traded on the exchange dur- 
ing a delivery month exceeded the actual cash market for onions in 

icago. 

He used the futures market as a true hedging medium selling 
against actual holding of onions in order to nail Seam a price that 
represented a production — This was not a use for speculative 
oe! roar but he had high hopes that the exchange with its purchases 

y large consumers and speculators would provide hands to hold the 
risk of price fluctuation for growers, especially at a time when the 
harvest was at a peak period. 

If properly used the exchange could serve a useful purpose. As it 
is now, Mr. Swan’s confirmed judgment is that the exchange is not 
achieving its purpose and this bill before you should be passed in 
order to assist the onion growers of America. 

Mr. Chairman, I wish to make three points in support of my 
statement: 

First, trading in onion futures is wholly unlike trading in cotton 
and grain. Onions are an obscure and perishable commodity. The 
annual production suitable for mercantile exchange delivery is less 
than 10 million bushels of the total late production which is given 
by the United States Department of Agriculture as only approxi- 
mately 30 million bushels. 

On the other hand, wheat, cotton and corn are produced in millions 
of bushels and ence be agricultural commodities eligible for 
futures trading. e annual average open trading on onions might 
be 1 million bushels as compared to these other commodities. 

It cannot be said successfully, Mr. Chairman, that the open interest 
of trading in all these commodities bears a similar ratio to the total 
eligible production of each, except to note that a well publicized ex- 
change will tend to attract an open interest of trades in a commodity 
in a fairly fixed ratio to its production. 

It is important to point out that the relatively small volume of 
onion production woke itself readily to influence and manipulation 
of prices by a few individuals even under rules established or fixed 
by a Commodity Exchange Commission. 

A manipulation of the market can be accomplished by a few small 
amounts of money by today’s standards in an obscure and unprocessed 
crop like onions. 

r. Chairman, onions are sold and consumed without processing, 
as we all know, and it is important to remember this fact. There is 
no conversion. They do not change form. They are sold through 
brokers and distributors who direct the shipments by rail or truck 
directly to terminal markets. s 

The vast bulk of these shipments do not actually burden terminal 
markets in the process of distribution. Most growers know from sad 
experience perhaps, that it is unprofitable to consign unsold cars of 
onions to any terminal market. 

It is under conditions like this that unscrupulous eo 
can force the market downward by the simple process of establishing 
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a short position of a large number of cars and then later flooding the 
markets with a concentration of cars that are promptly pressed for 
sale at any price and the lower the better. 

All this, Mr. Chairman, is out of the hides or pocketbooks of the 
farmers who have grown onions. This manipulation or the possibility 
of it must be the objective, as I see it, of the legislation before us. 

The second pe I would like to make, Mr. Chairsath, is to point 
out another difference that exists in the onion business between 
grains, cotton, and corn. The difference is that autumn onions sprout 
and go to pieces with the coming of the spring, as everybody knows 
who is in this business. 

In the trade, March is known as the end of the line and errors in 
market judgment cannot be deferred by continued storage. The rout 
is complete and a declining market precipitated when terminal stor- 
ages are finally dumped for salvage or refuse as spring and summer 
approach. 

Coaaiaes the situation that existed in Chicago some while back 
when March onions sold in that market at 10 cents a 50-pound bag, 
in a sack costing the grower 19 cents or 20 cents and the freight 
charge to Chicago was 15 cents or 25 cents. 

Mr. Chairman, it is true, of course, that such a condition as I have 
mentioned would have been impossible had there not been too many 
onions on the market with an oversize crop of new onions about to 
be harvested in the South. 

The fact remains, however, based on experience that a crop of the 
statistical size of last year should have tai distributed at a fair 
price to grower and consumer over the winter marketing season. 

There can be little satisfaction to small producers, farmers, to be 
told that their market had been killed in November by the accumu- 
lation of hundreds of cars in storage at Chicago as they were delivered 
on a futures market where the prices had been held higher than the 
cash market in the rest of the country and thus attracted the shipments. 

The trade knows that an average crop can be made into a surplus 
crop by inducing restricted early distribution by influencing holding 
action by advancing futures quotations. This is one of the evils of 
the futures market. 

Active eager bidding or selling in a futures market in this kind 
of commodity will accelerate a trend or swing to magnify dispro- 
portions. A downward trend will precipitate a rout whereas an 
upward trend will skyrocket prices to the disadvantage of the con- 


nine ublic. 
In the first instance the farmer takes the rap. In the second in- 
stance the consuming public. This should not be. 

Mr, Chairman, in conclusion I make my third point, namely, that 
onions futures market tends toward overproduction and it creates 
a hardship condition for the farmers who grow onions. In encour- 
ages them to finance an onion crop based on early quotation and early 
sales against it for November delivery. 

This custom or tendency has been increasing in recent years and 
undoubtedly is responsible for the planting of many acres of onions 
that would not otherwise have been grown by people who do not 
have consumers’ markets, nor do they have a sense of responsibility 
of their actions upon the market structure. 
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We all know that delivery to a speculator on a futures exchange 
has been requested to withhold initiation of trading in this short- 
storage crop until after normal planting dates, but favorable action 
has not resulted. 

Mr. Chairman, it seems to me that the vehicle of trading of onion 
crops or other perishables do not lend themselves to futures trading 
and I think that we in Congress should not permit the continuation 
of a system of trading whereby a few men can profit from the losses 
of the farmers of America. 

It is clear, as I see it, that the futures market on onions can be 
easily manipulated with the results that I have already alluded to, 
namely, the great loss to farmer-producers and the possibilities of 
increased prices to consumers. 

I urge the unanimous adoption of H. R. 7920. 

I thank you for this opportunity of presenting this brief statement 
to you. 

r. Asprrr. Thank you very much. 

Mr. Smrru. Thank you. 

Mr. Asprrr. Is Mr. Bagnell here? 

Mr. Baeneuu. Yes, sir. 

Mr. Assrrr. We will be glad to hear from you at this time, if it is 
agreeable. 

We appreciate very much your coming here to our committee hear- 
ing to give us the benefit of your thinking, as well as possibly the 
Department’s view. 


STATEMENT OF DOUGLAS B. BAGNELL, DEPUTY ADMINISTRATOR, 
COMMODITY EXCHANGE AUTHORITY 


Mr. Bagnetu. Mr. Chairman, I appreciate the opportunity. The 
CEA has been mentioned once or twice in the last ek 

Mr. Assirr. I understand they have, maybe in a roundabout way. 

Mr. Baeneww. There are 1 or 2 points that I would like to touch on. 

Mr. Kine. We saved you until the last for self-protection. 

Mr. BaGnewu. Yes, sir. 

I have appeared before two groups of oniongrowers. The last 
eccasion was down at New Orleans in the latter part of January, and 
the session had gotten a little bit warm before—I was also the last to 
appear there, and behind the scenes was a great big pile of fresh Texas 
onions about that big, and I remarked that I hoped they were there 
just for exhibit purposes. It turned out that they were. 

One of the first things that was mentioned here last week was Under 
Secretary Morse’s report of April 3, on H. R. 7920. And, obviously 
I cannot speak with entire authority for the whole Department of 
Agriculture. But my interpretation of that report was just exactly 
what I think this committee took it to mean, namely that the Depart- 
ment thought that the committee would like to have as much cold fac- 
tual documentary evidence as possible, to support whatever decision 
they might finally arrive at on this legislation. 

Onions only came under our act last September 24. And I assure 
you we have been pretty busy on onions ever since that time. ’ 

In fact, our work—some of the other work has had to be put aside 
because of the heat of the onion situation. ; nn ae 

I appeared at a meeting of the National Onion Association in 
Detroit just a few days after onions came under the act and tried to 





FUTURES TRADING 387 


explain then what we could and could not do, and what. our authority 
was, but I do not think that I got it over too well, apparently. 

In the first place, when the move was first made to put onions under 
the Commodity Exchange Act, which I believe was something more 
than a year ago, perhaps 2 years ago, our report on that bill pointed 
out that onions had always had a very erratic price movement, both 
before and since futures trading, and that we certainly did not want 
anyone to think that putting it under the act would result in a stable, 
orderly price pattern. 

We did say that we could get facts as to what was really taking place 
in the onion market, beyond those that you just read about in the 
newspaper, und that if we could prove manipulation we could take 
auction against the manipulators. 

I think we have made some progress along both of those lines. We 
have gotten a lot of facts. We had a hearing in Chicago last month, 
the 10th of April, looking toward limiting speculative lines in onions 
such as we have done in other commodities. 

At that hearing we put in statistical exhibits, about 50 exhibits. 
I have in my hand one set of them. This is the sort of formidable 
looking document, and I want to assure you that I will not try to 
analyze it, but-there are 3 or 4 tables in here that I think this committee 
would be interested in, showing the past history of onions. 

And if I may, Mr. Chairman, I would give each of you one of these 
and then refer to, those tables. There are only 3 or 4, so don’t be 
alarmed at the size of that volume. 

I don’t imagine you are going to want to put this whol thing into 
the record. You may want to put some of the individual tables in. 

We have not only compiled this, but I would like to say here that 
we are taking a very hard look right at this time at trading that took 
place in onions since it has been under the law, particularly trading 
that took place in November 1955, and carried on down into March 
Maps when the commodity reached the unprecedented level of 10 cents 
a bag. 

We are taking, as I say, quite a hard look at that and it is possible 
you may hear more about that later. 

Tn connection with this imposition of speculative limits we are just 
about prepared now to submit a recommendation to the Commodity 
Exchange Commission looking toward the establishment of certain 
limits. We have those now in grain. For example, 2,030,000 bales 
of cotton, sliding scale limit on eggs, we have found that those limits 
did tend to reduce speculative activity. 

Tn looking at the onion market it seemed pretty clear to us that some 
of the erratic situations that occurred both before and since it has 
been under our law have been accompanied by heavy speculative trad- 
ing, by speculators. 

We think the limits will tend toward dampening that sort of 
operation. 

Mr. McInime. Might I interject a question right there? 

Just for the record, when you refer to limits, you are referring to 
the total number of contracts that can be held by one account or one 
person ? ; 

Mr, Bacnetu, That is right. 

Mr. McInvine. And in the case of onions and also of potatoes, a unit 
of contract is a carload, is it not? 
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Mr. Bacneti. One carload. And we have not made our recom- 
mendations to the Commission on the size of the limits yet. Some of 
our expert witnesses in Chicago suggested limits of from 75 to 100 
cars per porvos as being ome appropriate in the case of onions. 

The whole record, as I say, has not been digested and that is not a 
forecast of what we are going to recommend. 

Mr. McInrime. As of the present time, Mr. Chairman, there is no 
limit in onions trading. 

Mr. Baene.xz. None at all. 

Mr. McInviee. There is no limit on the Maine contracts on potato 
futures in New York. 

Mr. Baenetu. That is right; no limit on either potatoes or onions. 

Mr. Kine. Has not the exchange itself put on this limit of 300? 

Mr. Bacneti. The Chicago Mercantile Exchange, effective, I be- 
lieve, February 23, that applied only to the November 1956 and 
later contracts, established limits of its own which I believe, for an 
overall limit of 300 cars with the sliding scale of various limits for 
various futures, the smallest being in the March, the largest being in 
November. They do have that limit. 

In that connection, of course, we feel that we would have some means 
of enforcing limits somewhat beyond those of the exchange if we also 
imposed limits. 

might mention for the record to make it perfectly clear that 
limits are imposed by the Commodity Exchange Commission consist- 
ing of the Secretary of Agriculture as Chairman, the Attorney Gen- 
eral and the Secretary of Commerce. The CEA merely acts as po- 
licing agency and also as fact-finding agency to recommend to this 
Commission what the limits should be. 
ane of our exhibits here, I think, is pertinent to this particular 

ing. 

Mr. Kine. I would like to ask one eee there. Did I understand 
you to say that limits on onions might be set as low as 75 or 100 cars, 
meaning that you think the 300-car limit is entirely too high? 

Mr. Baenett. I said, sir, that some of our expert witnesses for the 
Department recommended limits of 75 to 100 cars. 

Exhibit 27, on page 27, of this document that I handed you gentle- 
men, shows the size of distribution of speculative accounts that were 
in onions from the day they came under our law, down through to 
March the 6th. 

T will not go into any labored detail on that, but just looking at the 
first line of that exhibit, over near the right hand side, you will see 
a column that says, “201 carlots and over” that shows 4 speculative 
traders. 

Mr. McInrme. Where are we now—page 27 ? 

Mr. Baenewu. Right at the top of the page under date of September 
26. 

Mr. McIntire. Yes. Thank you. 

Mr. Baenett. You will notice that the columns are headed up, 
first, 1 to 50 carlots, 51 to 100, and so on. 

Does everybody follow me on that? 

Mr. Kina. Yes. 

Mr. Baenetu. On the right hand side, there is 201 and over. 

You will notice there that there were 4 traders who had tota! posi- 
tions of 2,732 cars. 
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And way over at the next—further over to the right, you will see 
that the total held by reported traders on the long side was 4,575, 
divided among 57 traders. 

In other words, 4 of these 57 traders held considerably over half 
of the total on the long side of the market. 

That, from our experience in other commodities, is a rather un- 
satisfactory situation, because it seems obvious that a market in which 
the open contracts are so concentrated in a few hands, is more likely 
to be subject to erratic price movement, if one man gets out, for 
example, that he may sell a thousand cars. 

If, instead of 4 traders, there we had 400, they would be much less 
likely to act in concert. That is one of the things that this imposition 
of Jimit is intended to look toward correcting. 

Mr. - Does this mean 4 individual traders and not 4 brokerage 
houses 

Mr. Baenewu. Four individual traders; yes, sir. 

In this hearing on April 10, we questioned each of the representa- 
tives of the brokerage houses as to his view on this question of con- 
centration of contract in a few hands. 

Some of them expressed the view that a prudent commission house 
would be reluctant to get customers into a market that was so domi- 
nated by just a few traders. That was along the line, somebody said— 
well, if you take these four people out of the market, you won’t have 
any market, because they have over half of the open contracts. 

e had that same question raised in connection with eggs. They 


said if we put limits on the egg market it would completely destroy 
a 


it because all of the big leaders would be completely hamstrung. 

Limits have been on eggs about 4 years now. And we find that 
the big traders who have oon lost to the market have been more than 
replaced by smaller traders. The egg market is quite as fluid, I would 
say much more fluid, than it was at the time before limits were put in. 

r.McIntire. Might Iaskaquestion? Is the egg market generally 
one which fluctuates around rather wide bands of ups and downs, or 
is it quite a steady market generally ? 

Mr. Baenett, Compared to wheat, cotton, corn, it fluctuates rather 
widely. Compared to onions, it is quite stable. 

Mr. McIntire. That is the point. [Laughter. ] 

Mr. Bacneuu. We were rather surprised to find that the exchanges 
themselves made little opposition to the principle of limits. In fact, 
they said they were for them. They didn’t want them too small, 
however. 

That is something new, and I think we may say that since all of 
this legislation has been proposed and various hearings have been held 
that the exchanges are quite a bit more receptive to suggestions than 
they previously were. 

Mr. Anerrr. Would you say that changed their attitude about limit- 
ing the amount? 

r. Baanrizi. Well, the exchange does not impose limits but don’t 
want them too small. 

Mr. Anerrr. I know it does now. Have they always been willing 
to have limits? 

Mr. Bacnewy. No. The general theory has always been, “Leave us 
alone.” But I think now that they are a little bit more willing to 
compromise a. bit. 
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Another statement that interested me here the other day was that 
one of the witnesses made quite a little point about a statement he 
made that we had indicated that we had reached some sort of an 
agreement with the exchanges for a set of rules under which the 
onion industry could operate. And he repeated that language. 

I got the impression that he was feeling that any contact between 
the CEA and the exchange in the way of trying to work out rules was 
something that was not too desirable. 

Well, the fact of the matter is that we welcome contact with the 
exchanges, with the onion industry or anybody else. And so long as 
onions are under this Commodity Exchange Act, we are going to do 
just what he said we were doing. We are going to work diligently to 
try to improve the contract. 

I told the onion association in Detroit and I told the people in New 
Orleans, that we would welcome sitting down across the table with 
them, that if they suggested changes that were within our authority 
and we thought that they were good, we would impose them; even 
if they were not within our authority and we thought they were good 
we would try to get the exchanges to put them in on a voluntary basis. 

So I want to make it clear that we will work with anybody any 
time to try to make this thing as workable as possible. 

There is another point that was raised. One witness had said we had 
indicated that we were powerless to stop manipulation. I don’t 
think we ever actually said that. I guess if you get rather technical 
that might be a true statement. 

The only way we can stop manipulation is about the same way that, 
motorcycle policemen can stop speeders. He cannot stop a reckless 
driver. ‘And we can’t stop a reckless driver from going in and dis- 
rupting the whole operation. 

ut we can and have taken action against quite a number of 
manipulators and in that sense I think that it has tended to make 
manipulation a little more hazardous, less attractive, and certainly in 
the commodities that have been under our law for sometime, I believe 
have been stabilized by those efforts. 

I would say that it is perfectly obvious there have been very unsat- 
isfactory situations in the onion markets. But I do not think that we 
can say that they all started the day futures trading started. 

I would like to suggest looking at another table in here. Page 8 
is a table that shows the average monthly price received by farmers 
for onions for 25 years, from 1929 to 1956, the price for each month— 
J a through the following June. 

he first pretty good Thiviattaiscn of that, I see—of what I am 
driving at—the first line relates—if you will look over there at the 
month of April you will see in that month, 1932 farmers got $2.50 
per bag on the average for their onions. 

In May they got 50 cents. 

Gant was not any futures trading. This is cash onions right on the 
ard. 

The only point I am trying to make is that there can be no doubt 
but what the onion industry is in trouble and has been in trouble, but 
it certainly goes deeper than just the question of futures trading. 

You will see in this same table that for the whole 25-year period 
the range of onion prices—this is the last column on the right-hand 
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side—the last figures are put in ink—the range of onion prices as a 
percentage of average price is 111.3. 

In other words, on an average during those 25 years, onions fluctu- 
ated in price 111 percent during each of the years. That is a pretty 
radical price movement I would say. 

That has a pretty direct bearing on futures trading, though, be- 
cause I am sure that a commodity that is that volatile, is more likely 
to be subject to manipulation, manipulative attempts. It attracts a 
EL tone speculator who is more likely to be reckless. He wants a 
quic 

Mr. Kine. Mr. Bagnell, now I would like to inject a thought there. 

This 111-percent figure, of course, carries the onion market over 
the winter ? 

Mr. BaGneu. Yes, sir. 

Mr. King. The range then normally and without any manipulation, 
but purely because of the cost factors involved, range from a low 
nearby flush season deal to the winter storage deal, which I would guess 
would account for 50 to 60 percent fluctuation on the basis of the cost 
factor strictly. 

So when you have a perishable product averaging a variation in 
price of only 100 percent, I imagine that is almost a pattern of all 
vegetable prices. 

I think you will find in the onion deal more gyrations up and down, 
but my point is that a major part of that 111 percent is nothing more 
than normal with perishable vegetables where you are following prices 
through the flush nearly and local season and on up through the 
winter storage deal. 

Mr. Baenety. I think unquestionably that is a very important fac- 
tor, but we stijl do see something in onions that we don’t see in some 
of the others. If you will look back on page 6 of this document 
now 

Mr. McIntire. Just one question: Where do we draw the line 
through this table as to the point where futures trading began. What 
year ? 

Mr. Baenew. Futures trading actually began in 1941, I believe, but 
it did not reach what I would say was any significant volume until 
1948, and that incidentally is set out on page 12 of this thing. It 
shows the trading by each year. I draw my line on that right below 
the year 1947-48. From there on down it seems to me futures trading 
may have been of some significance in this business. 

But on Congressman King’s point in connection with other com- 
modities, particularly the perishables, vegetables, looking on page 6 
there, we have a tabulation that shows the season average received by 
farmers for selected vegetables. 

And that compares onions, cabbage, tomatoes, lettuce and carrots. 
There we find that onions have a percent change in the season, averag- 
ing 45.8; cabbage pushes pretty close behind with 39.5 percent; 
tomatoes, lettuce, and carrots all down around 12 or 13 percent. 

So while I certainly agree with the point that this complete elimi- 
nation of supply each year and of fresh stock is a big factor in the 
onion business, it still does seem that onions have perhaps been more 
erratic than any of the others. 

I will say again that we have certainly observed both before and 
since this commodity came under our law that there have been situa- 
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tions in the market, in the futures market that I think were completely 
undesirable, and unless they can be eliminated, I think destroy the 
usefulness of the market. 

Whether they can be eliminated or not, I would not like to hazard 
a guess at this time. 

‘his question of perishability, on that some witnesses seem to take 
the position that it is not a particularly important factor. I do not 
think that can be supported. I think perishability is an important 
factor in any futures market. 

Any market where a man gets delivery of a product and knows he 
has to dispose of it in a fairly short time or it goes bad on him, cer- 
tainly seems to me to be more susceptible to trouble. 

If he is getting cotton or wheat which can be stored for a thousand 
years, if necessary, he can bide his time, get rid of it in an orderly 
fashion. 

So perishability is an important factor. That is not good economic 
theory, but our experience has shown that to be the case. We have 
had more difficulty with the perishable commodities, eggs have been 
an example in the way of attempted manipulation and abusive situa- 
tions much more than we have had with the less perishables. 

It is, however, not possible just to draw a clean-cut line and say, 
“these are good and these are not.” I don’t think that is correct. 

For example, soybeans: Soybeans is a commodity that if you move 
it around too much it splits up and cracks and is no longer good for 
delivery. It is perishable in that sense, 

Onions are perhaps the most perishable of any that we have. 

The question in my mind is whether it is possible by special rules, 
special regulations, to have a workable market in a commodity that 
is perishable. Again, I don’t know whether that is possible or not. 

I do think, though, that we have to recognize that perishability is 
a very important factor. 

One witness the other day stressed his belief that the futures market 
in Chicago on onions, and in New York on potatoes, had a very direct 
bearing on cash prices throughout the whole country, even in con- 
nection with production that was not delivered on the exchange, like 
Texas onions, for example. 

I think that is true. I think that it should be. If the futures 
market can reflect true supply and demand factors, I think it is highely 
desirable that those prices that are recorded there do influence prices 
throughout the whole country, because that would mean certainly in 
the case of the more stable commodities, that there is less likelihood of 
having a considerable price variation in different areas of the country 
due to lack of knowledge of what the true price ought to be. 

That is all based on the question of whether the price is fair and 
true supply and demand. If it is not, obviously it 1s highly wrong. 

But I think that that point of the value of the dissemination of 
prices is one that bears quite a bit of merit. 

It is perfectly obvious that if these prices are manipulated not ac- 
tually on the basis of supply and demand, that the market is not only 
of no use but is certainly a detriment to the industry. 

We have been told, and I have some reason to believe that there is 
something behind it, that manipulation in some of these perishables 
has not always been confined to the futures market, that there ma 
have been some manipulation even before there was any futures trad- 
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ing and some manipulation in some of the spot markets since there has 
been futures trading. 

We don’t have documentary proof of any of that. But if prices are 
manipulated, it is just as bad for them to be manipulated in the spot 
market as it is in the futures market. 

Mr. Kina. I was going to comment that your table here, going back 
to 1929 and 1930, does not go back far enough to catch the big attempt 
at cornering onions. 

Mr. Bacnety. Well, manipulation was not invented in connection 
with futures. 

Mr. Krxe. That is right. 

Mr. Bacnewi. But futures may at times provide a particularly good 
tool for it, in fact, weeknow it does. 

Mr. Krva. Let’s see if there is not one more significance to onions 
as differing from these others, with respect to the futures market, and 
the effect upon the whole onion industry. 

Eggs are eggs, no matter where they are produced. They are sub- 
ject to grade, and they are about the same thing. They don’t all go 
into the futures market. But no matter where they are produced, in 
a sense, they qualify for delivery. 

The same way with butter. Butter is butter, wherever you find it. 

But onions are not onions wherever you find them scattered geo- 
graphically over the United States. They are not deliverable. The 
Texas onions are not deliverable. The actual deliverable onions on 
which futures trading is based constitute less than a third of the 
United States production. 

Therefore, it is difficult to tie up the fresh market, let us say, the 
spot market, with futures trading when futures trading is based on 
just less than a third of the production, where the characteristics of 
the product actually differs substantially. A Texas onion is not a 
storage onion. 

It seems to me that while you say we can’t determine where to draw 
this line, where perishability disqualifies the product from futures 
trading, that we are certainly getting pretty close to that line when 
we set onions above the line for futures trading. Whether we set 
onions just below or above is the question. 

Certainly, onions, in my opinion, have weaknesses that do not exist 
in toto, in the other commodities where futures trading has been 
deemed successful. 

Mr. Bacgnetu. I would say that onions have complications and 
weaknesses that are more serious than any other commodity under 
the Commodity Exchange Act. I put potatoes next and eggs next, 
just from my experience with these commodities. 

It may be that reasonable men could agree on the line that puts 
onions on one side or the other. My point was that I could not, taking 
our whole gambit of 22 commodities. I do not think I could draw a 
line and say, “Here is where it ought to stop.” 

I certainly think there is no question but what onions do have 
problems that are unique to them. 

Mr. McIntire. At that point, Mr. Bagnell, why were onions picked 
as commodities in which to trade by the respective boards—onions 
and potatoes? Was it because of the fact that in their normal dis- 
tributive pattern there was a concentration at some point of delivery, 
like New Fork City, on the one hand for Maine contract, and Chicago 








394 FUTURES TRADING 


on the other hand for an onion contract, while other commodities which 
perhaps are more perishable, do not lend themselves to that concen- 
tration of delivery / 

Is that pattern of distribution a factor in their having been se- 
lected along with the other factor? I know of the swings in the 
market which lend themselves, of course, to stimulating trading on 
the board. Is the other factor, normal distributive pattern, a part 
of their being selected by the boards? 

Mr. Baenetyi. Well, [ can’t answer that precisely. My guess would 
be that whenever any of these new commodities are added, it is gen- 
erally the result of someone or some group of persons on the ex- 
change looking around for a further medium of activity on the 
exchange. a 

We have had recent attempts in Chicago, for example, to inaugu- 
rate a market in scrap iron. That failed. There was an attempt 
to operate a rice market in New York. That failed. 

Somebody has to dream up the idea. Then if they can get enough 
public participation in it, the market gets going. It generally has 
to be a commodity in which you can excite some degree of public 
interest. 

Black pepper is traded in. It probably has had the most erratic 
history of price movement of any commodity in the world. During 
the war when the supply of pepper was cut off, it went—I don’t know 
how many thousand percent—up. 

But it never has developed into a broad market because just a few 
people think about trading in black pepper. But a commodity like 
onions or potatoes gets quite a little bit of impetus right within the 
producing area. The producer has a tendency to speculate in the 
commodity that he produces, not only the producer but the people in 
that area who are familiar with the commodity normally are more 
interested in it. 

We in our market surveys find a large proportion of the corn specu- 
lators come from the Middle West. Wheat speculators from Kansas— 
cotton speculators are largely concentrated in the South. That is per- 
fectly normal. You can get onion and potato markets going by local 
interest. 

As you see from our various tabulations that we put out, a con- 
siderable portion of the traders in potatoes are in Maine. A con- 
siderable portion of the traders in onions are in New York and 
Michigan. 

Mr. Kine. With respect to the classification, there, Mr. Bagnell, 
there is a definite difference between a grower whose principal busi- 
ness is growing, and a shipping-point shipper. = ur 

Have you classified as grower interests all shipping-point interests, 
or did you actually get down to whether or not growing of these 
commodities was their major business ? 

Mr. Bacneti. We did not get down to whether it was the major 
business. In this onion survey report of September 30, we took the 
classification as given to us by the commission houses on whose books 
the accounts were carried. 

This classification that has been the subject of quite a little bit of 
conversation of oniongrowers—I am quite sure that all of those people 
do grow onions, but what proportion of their mental activity is 
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devoted—or physical—toward growing onions and what. proportion 
may be devoted toward straight out-and-out speculation, I don’t 
know. 

Mr. McIntire. Let me add, what proportion of their grower in- 
terest is incorporated in the production contract—you don’t know, 
either; do you? 

Mr. Baeneii. Well, no. 

Mr. McIntire. They might not be an actual owner of any land and 
still list them as a grower and if so classified it will come up in your 
analysis that they are a grower. 

Mr. Baenetz. Well, there might be some of that. I think, though, 
that we have looked enough at these so-called growers to know that 
they all do actually grow, I believe, some onions. I think so. 

But there was nothing particularly startling to me to find there 
were a large number of growers shown both as speculators and hedgers 
in onions. That hedging classification is likely to be a little bit 
liberal in that the commission houses, if there is any doubt they much 
prefer to classify an account as hedging than speculation. 

Mr. McIntire. In my observation, in relation to the trading on 
potatoes, there is a difference in the requirements of the deposit on 
the contract as to whether you are hedging or speculating. And it 
is probable, I would not say that it exists, but it is probable that many 

roducers who were purchasers on the board have been classified as 
badlaieal and certainly it is not a hedge unless that fellow can show 
that he has a commitment over and above his production for delivery. 
That is the only instance in which it could be a hedge. 

I think that the statistics—I am not criticizing the statistics—but 
I think that the classification of a hedge on potato contracts is just 
so broad that it does not mean very much. It just means a few dol- 
lars less of a deposit to be put up at the time the contract was con- 
summated; does it not? Could it not be that ? 

Mr. Baeneti. I would say that is not only probable but much more 
than probable. We found that not only in potatoes and onions, the 
same thing has been true in all of the commodities. 

I will not start talking about other commodities. We have found 
strong tendencies on the part of the commission houses to classify as 
hedging, particularly in those markets where there is a smaller de- 
posit required in connection with hedging—cotton is an illustration 
of that also. 

Mr. McIntire. How much jurisdiction does the Commodity Ex- 
change Authority have over such definitions and classifications in the 
matter of the records which are made up? 

Mr. Baenewi. The only jurisdiction which we really have on that 
is in connection with the limits on lines. Those speculative limits do 
not apply to hedging. So that if a commission house, or the trader 
himself, endeavored to conceal speculation under the guise of hedging 
to avoid speculative limit then we could take some action. 

On this other business where he is hedger or speculator, we have 
never taken the position that a commission house was liable for any 
sort of punitive action if it told us a man was a hedger and later 
investigation proved he was a speculator. We think that would be 
an almost intolerable burden on the commission houses. They fre- 
quently can’t find out themselves, not as easily as we can. 
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And furthermore, an account may be hedging this week and never 
change its position 1 bushel and next week be speculative. So that 
the commission house can’t get into that too much. 

To summarize the CEA point of view on this, it seems to me that 
it simmers down to the question of, “Can the futures market in po- 
tatoes and onions be operated without repetition of such manipulative 
instances as have occurred in the past, and under uitable rules 
relating to the delivery practices, proper standards of quality and 
the like, so that they will teginter true supply and demand prices” ? 

If manipulation cannot be prevented, the market is not only use- 
less but harmful and should, of course, be eliminated. 

That I think is the CEA position. That does not, of course, get 
into the question that was raised here frequently, as to how much of 
this encourages overproduction. That is a sort of imponderable that 
certainly would not come within our regulatory sphere. 

We think our job is to see that they can be operated without manip- 
ulation. That is about as far as we do have authority. 

That I think is about all more or less wandering thoughts I have 
on ie subject. I will be happy to answer any further questions, 
though. 

Mr. McIntire. Mr. Chairman, I do not want to be pressing for 
a commitment on the part of Mr. Bagnell in relation to the CEA, 
and if it seems that way just let me know. 

Just what authority does the CEA have at the present time in rela- 
tion to the trading vehicle? 

First, you do not have authority, or do you, in designating the 
commodity in which any board can operate? Do you have any juris- 
diction over the selection on the part of the boat in the commodity 
in which it may choose to operate 

Mr. Baenewy. Before operating in any commodity a board must 
be designated as a contract market for that commodity. That is, we 
do have authority to designate a board of trade. And they must be 
so designated before they can trade in any particular commodity. 

Mr. Kriya. Does that take the form of a license? 

Mr. Bacnewy. That, in effect, is a license. In that connection, there 
is a point that I do not think has been touched on here at all. 

After having been designated as a contract market, if a board fails 
to live up to the requirements, precedent to designation, the Com- 
modity Exchange Commission, again getting back to that high level 
body of three Cabinet officers, can take, against the board, to suspend 
or revoke its designation. It cannot trade then in that commodity 
or whatever commodity the Commission issues an order denying 
them or revoking their designation. 

Mr. McIntire. To explore that point a little farther, and holding 
to the commodities that we have been interested in, at sometime in 
the past then, CEA has given an opinion of approval in the trading 
of onions and potatoes on the boards in which an are traded ? 

Mr. Baenett. Well, an opinion or approval in the sense that they 
were licensed, in effect, to trade in those. 

Mr. McIntire. What are the conditions which must be met in 
getting that approval, or in a sense the license? Do they have to 
submit to you the contract which they propose to use and things of 
that sort? 
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Mr. Baenewu. Going back just a bit here—— 

Mr. McInrie. Yes. 

Mr. Baenetu. Of course, the Secretary cannot designate a market 
to trade in any commodity unless that commodity is specifically de- 
fined as a commodity in the Commodity Exchange Act. 

Mr. McIntire. In other words, unless it is listed as among the 
commodities under the jurisdiction of the act ? 

Mr. Baenetx. That is right. 

Mr. McIntime. Then this board is free to pick up a commodity, 
draw a contract and start trading in it without any approval or 
license on the part of the CEA ? 

Mr. Baanetu. Yes, indeed. 

Mr. McIntire. Which is what was done in connection with onions. 

Mr. Baenetu. They have been trading in onions for years, and we 
had no authority to designate them as a contract market for onions 
because onions were not within the law. Then when onions were 
brought within the Commodity Exchange Act, the Secretary then 
designated that market as a market on which trading is to be con- 
ducted. That was done after the 

Mr. McIntire. This was after the fact, somewhat ? 

Mr. Baenetu. Yes. 

Mr. McIntme. In the case of New York board trading on potatoes, 
were potatoes listed as a commodity when the trading was initiated 
there I believe it was initiated on the Chicago board first. 

Mr. Baenexy. I think that the potatoes were brought in in 1936, if 
I am not mistaken. The Commodity Exchange Act was broadly 
amended in 1936. I believe—I know potatoes were brought in at that 
time because prior to that act it was the Grain Futures Act which 
applied only to grains. 

In 1936 the act was amended to include cotton, which was the 
principal new commodity, and quite a number of less important 
commodities, including eggs, potatoes, wool tops, and several other 
things. 

So the had been trading 

Mr. McIntme. Was it a fact that at that time on some board, 
somewhere in the country, those commodities were already being 
traded ? 

Mr. Bagnetn. Well now, looking—— 

Mr. McIntire. I think they were on potatoes. I think they started 
in Chicago first. 

Mr. Baene.u. I think they started in Chicago and played out and 
then went on over to New York. 

But I believe that there had been some trading in them prior to the 
amendment to the act just as there had been in onions. I know there 
had been in onions. 

Mr. McIntire. Yes. 

As we stand today within the jurisdiction of the CEA, somewhere 
in this testimony I heard reference to there being some citrus pro- 
ducers or trading elements who were interested in establishing a 
futures market. Those are not within the purview of the act as it 
stands today ¢ 


Mr. Baenetr. No, sir. 
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Mr. McIntire. And there is nothing in the way of any legislative 
restriction on futures trading which would require any board any- 
where to come to the CEA for authorization to begin trading on citrus 
or citrus products as it stands as of today ? 

Mr. Baenetu. They could start that tomorrow if they could get 
enough public participation people who wanted to trade and they 
would not have to apply to anybody, at least not so far as the Depart- 
ment of Agriculture is concerned. 

Mr. McIntire. All right. 

Now, in connection with the present authority of the CEA, how 
much jurisdiction do you have in requiring all of the boards to in- 
stitute multiple delivery we will say, just as one item ? 

Mr. Baenetzt. We have no jurisdiction on multiple delivery. The 
Department proposed a bill—I guess it is still alive—that would give 
authority for the Secretary to establish rules as to points of delivery, 
freight differentials, and quite a bit of control over delivery terms. 

Mr. McIntire. At the present time then the points of delivery are 
entirely within the ‘urietiiotion of the separate boards in drawing 
their contracts? 

Mr. BaGnetu. Yes. 

Mr. McIntire. Also, the freight differentials which I think is quite 
important in relation to the concentration of delivery—in other words, 
the Chicago board has plenty of points of delivery but just don’t have 
any deliveries there on onions. That area, then, is entirely in the 
control of the boards, the respective board, I mean, and you have no 
authority to modify their contracts in that particular respect at all? 

Mr. Baenetz. Not at all. 

I would like to emphasize the point that you just made that merely 
authority to establish points of delivery means nothing unless it was 
accompanied by authority as to freight differentials. 

Mr. McIntire. Oh, certainly. 

Mr. Baenetx. And other terms. 

As an illustration of that, the Chicago Mercantile Exchange permits 
delivery of eggs in Los Angeles, but you have to pay freight from 
Los Angeles to Chicago, that much allowance. Actually, the eggs—— 

Mr. McIntire. And the eggs still stay in Los Angeles? 

Mr. Baenewi. Actually, they sell for more in Los Angeles than they 
do in Chicago. So we will say they reported 40 cents in Chicago. 
Really, it would be worth about 45 m Los Angeles, but in order for 
anyone to deliver them out of the Los Angeles warehouse he would 
have to take a discount of whatever the freight is—I don’t know what 
it is—but I would say it must be 10 cents a dozen or somewhere in that 
neighborhood. So he would be delivering for 35 cents eggs worth 
perhaps 45 or 50 cents. 

It is essential that you not only get the point but the terms. We 
have no authority over it. 

Mr. McIntire. In connection with a trader on a commodity which 
is listed in the CEA Act, a trader who has violated rules of trading, 
are those rules of trading of the board or of the CEA? Let us take 
the instance in New York in which the fellow defaulted. Was he 
defaulting on rules laid down by the New York Mercantile Board or 
was he defaulting on rules laid down by the CEA ? 
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Mr. BaGne i. Well, in that instance, we took the view that he was 
violating the Commodities Exchange Act because he was manipulating 
or attempting to manipulate the price. That was our law. 

And we took action against him because of that. 

The question of defaulting would not be under our jurisdiction at 
all. We, ofcourse, used that fact of default as evidence of the manipu- 
lative attempt. That is, we took the position that a short sale, Sher 
there was no expectation of being able to deliver, we thought was 
indicative of the whole picture of manipulation. 

There may be a violation of an exchange rule that is no violation of 
the Commodity Exchange Act. However, the converse is not possible 
because practically all—I think every exchange has embodied by ref- 
erence into its rules that any violation of the Commodity Exchange 
Act is a violation of the exchange rule. 

Mr. McInrirez. In that connection, do you have any jurisdiction or 
do you have any basis of imposing penalties in an instance where you 
have imposed a penalty on the trader for manipulation, of also im- 
posing a penalty on the broker representing that trader? 

Mr. Bacnetu. Only if we could establish legal proof that it was 
a conspiracy or collusion under which the broker was operating with 
the trader to effect this manipulation. We could not just prima facie 
that this fellow is a customer of the commission house X and because 
this customer violated the law, we automatically are going to pass a 
penalty onto commission house X. We would have to show that com- 
mission house X had participated, I think. 

Mr. Moline. Well then, in that regard if a trader who had vio- 
lated to the extent of a manipulation was dealing through only one 
broker, you would not necessarily hold that that broker was respon- 
sible in his failing to know, his condoning, or participating in the 
transactions in which that trader was in violation? 

Mr. Baeneti. No; I certainly don’t think we necessarily would. 
I think we would have to look at each situation and see if we thought 
we could get a case that would stand up in court that indicated that 
the broker was willfully and knowingly aiding in the manipulation. 

Mr. McIntire. The very fact that he negotiates those transactions 
is not evidence enough ? 

Mr. Baeneut. I don’t think so in many cases. I don’t believe our 
lawyers would be very strong for that. 

r. McIntire. Do you have in the present CEA Act any jurisdic- 
tion over the qualifications of the officials of the exchange? 

Mr. Bacnet. None at all. 

Mr. MoIntime. Then their qualifications, their integrity and all of 
that, is left entirely in the discretion of the board management itself, 
the corporate structure, whatever it might be? 

Mr. Baenetu. The membership or the board management or who- 
ever elects them to that office. We have nothing to do with it. 

Mr. Kine. Does the SEC go much further in that respect than your 
authority ? 

Mr. Baenetz. I don’t believe I can answer that accurately, Mr. 
King. I know the SEC does have some considerable additional au- 
thority beyond ours in that they have a rather flexible penalty under 
which they can have people expelled from the National Association of 
Security Dealers which art be for practical purposes tantamount 
to our saying to an exchange that you must expel this member. 





400 FUTURES TRADING 


We can’t do that. 

Mr. Kine. Would you like to comment on the statement made by 
the president of the Chicago Exchange that constitutionality of this 
legislation would be questioned, and that they would fight it on that 
ground ? 

Mr. Bacnett. I am not competent to express any opinion on 
that, sir. 

Mr. Kine. Thank you. 

Mr. McIntire. Is there any precedent in legislative matters relative 
to futures which has ever ruled a commodity out as would be implied 
in Mr. King’s bill? 

Mr. Baenetx. No, sir. There has been no legislation at any time 
to my knowledge, and I am quite sure this is true, to prohibit futures 
trading in any commodity. 

Mr. Sistas: Under your present regulation or under the present 
authority of the CEA, you can, sec ielie the commodity is listed 
in oe jurisdiction, lay down these trading limits to which you have 
referred, you can write the regulation on that for the commodity in 
the exchange? 

Mr. Bacnett. The Commodity Exchange Commission can, pur- 
suant to our recommendations. 

Mr. McIntire. Do you have any jurisdiction over the margin re- 
quirement or the fluctuation which is permitted from day to day? 

Mr. Baenetx. Neither. 

Mr. McIntiez. Or in a delivery month? 

a. Baenetu. Neither one of those comes under our authority 
at all. 

Mr. McIntire. Do you have any jurisdiction over the deposit re- 
quirement on the Scenkiaict--iiaiSat deposit requirement on the 
contract ? 

Mr. Bacnetu. No, sir. The only jurisdiction we have there, and 
that does not touch the point you are making, once the margin is 
deposited, our law requires it to be kept in a trust fund, quasi fund 
segregation. 

Mr. McIntire. The integrity of the deposit and so forth? 

Mr. Bacnew. That is one point that I am glad you brought up 
because I heard—I think someone said that these commission houses 
financed themselves by using their customers’ money, these margin 
deposits. 

hat is not true. In the case of the regulated commodities that 
money is kept separate from the commission house funds, and cannot 
be used for its own operations or to finance favored customers or any- 
thing of that sort. 

We have had very little difficulty in that field. 

Mr. McIntire. Do ou have any jurisdiction over the terms of the 
contract as to the iiae which are acceptable for delivery ? 

Mr. Baenetu. None at all. The only jurisdiction—the law pro- 
vides in cases where Federal standards have been we, ge the 
commodities delivered must be within those standards, that is, in the 
case of wheat it must be designated as No.2 hard winter. 

In other words, the exchange must use Federal standards in setting 
up its delivery requirements. But it can use Federal standards it 
wants. Itcan say you can deliver the lowest or the highest grades and 
it sets its own differentials as to price difference between those grades. 
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For example, you may have a basic grade that is delivered at par, 
and if you deliver a poorer grade it is at a discount. If you deliver a 
higher grade it is at a premium. Those grades must be Federal 
grades if there is a Federal grade for that commodity. But the amount 
of discount or the amount of the premium is within the jurisdiction 
of the exchange. 

Mr. McIntire. Do you have any jurisdiction over the trading months 
which are provided for in the contract? 

Mr. Baenewi. None at all. 

Mr. McIntire. On the opening date or the closing of the trading 
on any particular commodity ? 

Mr. Baenetu. No, sir; none at all. 

Mr. Kine. Do you have any fixed opinion about the evil of trading 
before a crop is planted ? 

Mr. Baenewu. Well, again, that would vary an awful lot with the 
commodity. They are trading right now, I believe, in cotton for 
delivery in October 1947. Of course, quite a few million bales of 
cotton are sitting around the warehouses, some under Government loan 
and perhaps someone could do a little forecasting and make some sort 
of a guess about what cotton will be worth in 1947. 

I have been wondering myself. In figuring what a commodity 
would be worth of which there is not any in existence, and not even 
put in the ground, I would have a better crystal ball than I have 
access to, 

Mr. Kine. That is a big differential between a perishable and the 
cotton, the futures values depend on the carryover, whereas in the 
perishable item there is no such thing as carryover. 

Mr. Baeneu. I used that because I think that is the other extreme 
of the two streams. A better case can be made, I think, for trading 
far in advance in cotton, perhaps, than any other commodity and 
perhaps a poorer case could be made in the case of onions. 

Mr. Kine. I dislike to have Mr. Bagnell go without thinking of 
more questions because I know he knows a lot about this subject. I 
don’t think of any right now. 

Mr. Asstrr. We appreciate your coming here and for being with 
us. Thank you for your interest, again. 

Mr. McIntire. I would like, Mr. Chairman, to say this, that cer- 
tainly as one member of this committee, as we have proceeded along 
through these hearings, I appreciate the opportunity we have had of 
Mr. Bagnell sitting in on them. I hope that we may look forward as 
we proceed, to a conclusion on the work of this subcommittee of per- 
haps having you come back for an executive session on some of our 
further work. 

Mr. Baene.y. Mr. McIntire, and Mr. Chairman, you may be sure 
that we are at your call any time. And we very much appreciate your 
having kept in as close touch with us as you have, because so far we 
bere a problem and we want to know all about it as much as we possi- 

y can. 

Mr. Assrrr. Thank you very much. 

Mr. BaGnet. Thank you. 

Mr. McIntire. I have some insertions and hope to have the per- 
mission of Mr. Bagnell. There was a release of the United States De- 
partment of Agriculture, dated December 15, relative to the first 
survey of onion futures. That is 1955. This is a rather precise 
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statement. I would like for it to be in the record if you have no 


objection. 
Mr. Bacneti. No; indeed, we would like very much for it to be in 


the record. 
Mr. Aserrr. Without objection, that will be made a part of the 


record. 
(The document is as follows:) 


UNITED STATES DEPARTMENT OF AGRICULTURE, 
Washington, December 15, 1955. 


USDA Issues First SurveEY OF ONION FUTURES MARKET 


The United States Department of Agriculture today issued a report by the 
Commodity Exchange Authority on its first survey of the Chicago and New York 
onion futures markets. Regulation of onion futures trading under the Com- 
modity Exchange Act was authorized by an amendment of the act, which be- 
came effective September 24, 1955. 

Trading in onion futures began on the Chicago Mercantile Exchange in 1942, 
and since 1948 has become a significant factor in onion marketing. Trading 
has increased greatly in the past few years, the annual volume exceeding 100,000 
carlots—60 million sacks of 50 pounds each. 

CEA Administrator Rodger R. Kauffman said the survey shows that as of 
September 30, 1955, 813 traders held futures positions on the Chicago Mercantile 
Exchange and 91 on the New York Mercantile Exchange. Traders’ futures 
positions or “open contracts” totaled 7,088 carlots on the Chicago market, and 
885 carlots at New York—both record levels. 

A large proportion of all traders were located in leading onion producing 
areas, and in terminal market centers important in the merchandising and dis- 
tribution of onions. 

New York, leading onion producing State, ranked first in number of traders, 
with a total of 194, of whom 132 were located outside New York City. New York 
traders, excluding those in New York City, held 34.7 percent of the total long 
speculative positions in the market. The Chicago terminal market accounted 
for the larger part of the hedging commitments, resulting primarily from sales 
of futures by terminal merchants and receivers to offset price risks in cash 
onions. 

“Traders connected with onion production and marketing largely made up the 
onion futures market,” CEA Administrator Kauffman said. “Five occupational 
groups accounted for the bulk of both the speculative and hedging positions— 
onion growers, shippers and dealers in growing areas, terminal market merchants 
and receivers, cash onion brokers, and grocer organizations.” 

The largest number of traders, by occupational group, were onion growers. 
While there were numerous instances of growers using the market for hedging 
purposes, the aggregate of growers’ positions was predominately speculative. 
Onion traders represented a considerable number of occupations and were 
located in 37 States, the District of Columbia, Hawaii, and Canada. 

Of the traders in the Chicago onion market, 688, or 84.6 percent, were classi- 
fied as speculators, and 125, or 15.4 percent, as hedgers. As in other futures 
markets, the greater part of the long open contracts in onion futures was held 
by speculators, and the greater part of the short open contracts by hedgers. 

The CEA report is entitled “Onion Futures: A Survey of Open Contracts on 
the Chicago Mercantile Exchange, September 30, 1955." Single copies may be 
obtained by request to the Commodity Exchange Authority, United States 
Department of Agriculture, Washington 25, D. C. 


Mr. McIntire. Also, Mr. Chairman, the Department of Agriculture 
is in the process of making some studies of futures trading on potatoes, 
particularly. There are two areas of this research work. 

If I understand correctly, one is being done basically by the Depart- 
ment itself, in the Agricultural Marketing Service Division. The 
other is a cooperative study which has been carried on jointly by the 
Maine and New Jersey Agriculture Experiment Stations. Neither one 
of those studies are completed as of the present moment. 
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However, I have here a memorandum, one which I received from 
Dr. Charles H. Merchant who is head of the Department of Agricul- 
tural Economics, the Maine Agricultural Experiment Station. Dr. 
Merchant is heading up this cooperative study and has sent to me a 
paper entitled, “The Organization of the Cooperative Research Un- 
derway on the New York Mercantile Exchange.” 

I ask unanimous consent that this be made a part of the record. 

Mr. Agsrrr. Without objection that will be done. 

(The document is as follows :) 


ORGANIZATION OF THE COOPERATIVE RESEARCH UNDERWAY ON THE New York 
MERCANTILE EXCHANGE 


There are six phases of research work in various stages of completion dealing 
with the New York Mercantile Exchange. I am listing the phases of research 
merely to show how the subject is being covered. 

Factors affecting potato prices being considered jointly by the Maine and 
New Jersey Agricultural Experiment Stations. 

Detail analysis of mercantile contract prices and their relationship to 
spot prices being conducted by the Maine station. 

Quality of potatoes delivered at New York City in fulfillment of New York 
mercantile contracts is being studied jointly by the Maine station and the 
Agricultural Marketing Service, United States Department of Agriculture, 
with the iatter taking leadership. 

Farmers’ uses and their opinions of the New York Mercantile Exchange. 
Study being conducted by the Maine station. 

Uses dealers have made and their opinions of the New York Mercantile 
Bxchange are being studied by the Agricultural Marketing Service, of the 
United States Department of Agriculture. 

Study of detail operations of the New York Mercantile Exchange (and 
other exchanges) made by the Commodity Exchange Authority of the United 
States Department of Agriculture. 


SoME OF THE RESULTS (1N TABULAR ForM) or MAINE’s CONTRIBUTION TO THE 
COOPERATIVE RESEARCH PROJECT DEALING WITH THE New YorK MERCANTILE 
EXCHANGE 


Potato prices (cooperating with New Jersey station) 


Price analysis shows the relative importance of the size of the potato crop, 
location of production, per capita consumption, the general price level and other 
allied factors influencing potato prices. The more important factors are the 
size of the crop and general price level. 

Information is available on the spread between farm, wholesale, and retail 
prices in important northeastern markets for different price patterns. Also, the 
influence that potato prices have on distribution patterns. 

Work is underway to show the influence of various types of information such 
as crop and market reports, rumors of crop conditions, and other similar factors 
on the wholesale prices of potatoes. 

Information is available in tabular form on the relationship of spot and con- 
tract prices for the New York market from 1951 to 1955. Also, the relationship 
of the New York spot prices with similar spot prices on other eastern markets 
such as Boston, Pittsburgh, Cleveland, and Detroit. 

The New Jersey station has placed emphasis on the intermediate and early 
potato crops. It is planned that during the month of June the work of the 2 
stations will be brought together and integrated in 1 report. 


Analysis of the New York mercantile potato prices and influence on spot market 
(Maine station) 

A complete tabulation of daily contract potato prices for all contracts has been 
compiled from records of the New York Mercantile Exchange from 1947 to date. 
Also, graphs have been made showing the relationship between prices for differ- 
ent contract months for the period. 

Analysis has been made of the spread between high and low contract prices 
by contract months, by seasons of the year and by volume of trading. 

Explanations are being sought as to the influence of potato contract prices on 
spot potato prices and vice versa. ; 
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Quality of potatoes delivered to fulfill the mercantile contracts (Maine station and 
Agricultural Marketing Service cooperating with the latter taking leadership ) 
Tabulations of both terminal and shipping point inspection on nearly all cars 
of potatoes delivered to fulfill contracts for two recent marketing seasons are 
completed. 

Analysis has been made of the quality (grade defects) and the size ranges of 
the tubers in cars shipped to fulfill contracts. Also, a comparison of the quality 
of potatoes and size of tubers in these cars has been made with the quality and 
size of tubers shipped to regular outlets for the New York market during the same 
period. 

Farmers uses and opinions of the New York Mercantile Exchange (Maine station) 

A representative sample of 191 potatogrowers in Aroostook County were inter- 
viewed during July and August of 1955. 

Analysis will show the uses farmers made of the New York Mercantile Ex- 
change and their opinions as to (@) whether the mercantile influenced their 
plantings and (b) potato prices received. In discussing the New York Mercantile 
Exchange with farmers, it was obvious that many do not have a clear under- 
standing of the purposes and operations of the exchange. 

Analysis shows that the farmers growing 40 acres or more of potatoes made 
more use of the exchange both for credit purposes in planting their potato crops 
and for hedging operations during the marketing season than growers with smaller 
potato acreages. 

Further analysis is progressing on this phase of the work and all the material 
will be in tabular form this month. 


Mr. McIntire. Also, I have a communication from Dr. Earl Butz, 
Assistant Secretary of Agriculture, dated May 16, to which was at- 
tached a paper entitled, “Research Work of the Agricultural Market- 
ing Service on Futures Trading in Potatoes.” This is simply an out- 
line of the study project. It does not analyze the results because those 
are not available. 

But I would like to ask unanimous consent, Mr. Chairman, that this 
be made a part of the record. 

Mr. Asprrr. Without objection that will be done. 

(The document is as follows 3 


RESEARCH WORK OF THE AGRICULTURAL MARKETING SERVICE ON FUTURES TRADING 
IN POTATOES 


1. What is the background of the research AMS is doing concerning futures 
trading in potatoes? 

Answer. During the past several years various individuals and firms engaged 
in the production and marketing of potatoes have shown an increasing interest in 
the effects of futures trading on the potato industry. In 1954 the Department’s 
Potato Marketing Research and Advisory Committee recommended that a study 
be initiated “of the influence of futures trading upon potato prices, price trends, 
and trading practices,” and various trade organizations likewise have urged that 
the Department begin a study of the economic consequences of futures trading. 
As a result of these recommendations and the importance of the problem, the 
Department began fieldwork in the late summer of 1955 to assemble necessary 
information. 


2. What are the objectives of the study? 


Answer. The primary objective of the study is to attempt to determine the 
economic consequences of futures trading in this commodity. In conducting this 
evaluation the Agricultural Marketing Service is cooperating with the Maine 
Agricultural Experiment Station and the Commodity Exchange Authority. The 
AMS is giving primary attention to two broad questions: (1) In what ways and 
to what extent is the potato futures market used by growers, handlers, and other 
firms engaged in the production and marketing of Maine potatoes, and (2) is 
futures trading used in financing the production and marketing of potatoes and 
if so, to what extent? The CEA has given considerable attention to a determina- 
tion of what firms and individuals engage in trading in futures contracts and to 
particular trade practices being followed and has published a report, Futures 
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Trading in Potatoes, 1954-55. The Maine Agricultural Experiment Station is 
examining the relationship between prices in futures and spot markets and be- 
tween spot markets in major cities and other marketing points. Findings from 


these several phases of the subject will be brought together before final evalua- 
tions are made, 


3. What procedures are being used in developing the AMS phase of the study? 


Answer. Trading in futures contracts of course may have wide repercussions 
among firms producing or marketing a given commodity and futures trading 
likewise may be influenced by these firms. Consequently, the first step in the 
study has been to become better acquainted with the type and character of 
firms and agencies involved in the production and sale of Maine potatoes. Con- 
siderable information has been collected from a number of firms and agencies 
regarding: (1) the nature of their business operations; (2) the contractual 
arrangements, including futures contracts, which they use at various levels of 
trade; and (3) the methods employed for financing prodtiction, including the 
role of futures trading in this financing. It is recognized that several different 
types of individuals and firms are engaged in one or more phases of potato pro- 
duction and marketing. These include growers, packers and shippers, brokers, 
processors, credit institutions, and fertilizer and machinery companies. AMS 
contacted representatives of each of these groups except growers and processors 
during the late summer of 1955 in Aroostook County, Maine. Those interviewed 
include 10 brokers who customarily handle about 60 percent of the Maine crop, 
32 packers and shippers of different sizes, and substantially all of the major 
eredit agencies and fertilizer and machinery companies in Aroostook County. 
In addition, several terminal market operators in New York have been ques- 
tioned concerning their use of futures contracts. Information has been ob- 
tained from growers by the Maine station and such data as are needed from 


processors and from firms and agencies in other geographic areas will be ob- 
tained later on. 


4. To what extent do packers and shippers hedge “spot” or “street” purchases 


of potatoes with sales of potato futures contracts on the New York Mer- 
eantile Exchange? 


Answer. Thirty-five handlers (packers, shippers, and brokers) who purchased 
potatoes for their own account in the 1954-55 season were asked if they offset 
such “spot” or “street”? purchases with sales of potato futures on the New York 
Mercantile Exchange. Fourteen of these firms stated that they hedged all or 
part of such purchases in those situations where they did not expect to resell 
the potatoes immediately. During the 1954-55 season, a total of 2,604 cars of 
potatoes were hedged in this manner by the 14 firms. On the other hand, 21 
firms reported that they did not offset their street purchases with sales on the 
New York Mercantile Exchange. 


5. To what extent do packers and shippers purchase potatoes from growers on 
forward contracts and hedge such contracts with sales of potato futures on 
the New York Mercantile Exchange? 


Answer. Forty-two handlers (packers, shippers, and brokers) were asked this 
question. Twenty-one of them reported that they purchased potatoes from grow- 
ers on forward delivery contracts. That is, they contracted with growers to buy 
their potatoes at a specified price, delivery to be made after harvest. In turn, 
14 of these 21 firms stated that they hedged all or part of their forward pur- 
chases with sales of potato futures on the New York Mercantile Exchange. 


6. To what extent do packers and shippers sell potatoes for forward delivery at 
firm prices in advance of having purchased potatoes to cover such forward 
sales, and then offset such sales with purchases of potato futures contracts 
on the New York Mercantile Exchange? 


Answer. This type of operation appears to be quite limited. Only 7 of the 42 
firms were found to be using the mercantile exchange in this manner. 


7. Do handlers believe that futures trading in Maine potatoes is helpful or harm- 
ful to the Maine potato industry? 
Answer. Sixteen considered futures to be helpful, 18 considered futures to be 
harmful, 8 were undecided. 


8. To what extent do credit agencies follow the practice of predicating their pro- 
duction and harvest loans to potato growers on the sale of potato futures on 
the New York Mercantile Exchange? 
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Answer. This subject has been discussed extensively with 22 credit agencies 
(ineluding commercial and Government agencies). _ Nine of the agencies stated 
loans generally were based in part on the grower’s sale of potato futures, and 
18 stated that their loans to growers did not involve sales of potato futures. 
The 9 agencies who based part of their loans on sales of futures made loans of 
this type to growers during the 1954-55 season totaling $811,910. This was 
roughly 10 percent of the maximum loans outstanding for all 22 banks during the 
1954-55 season. These nine agencies reported that they would loan a grower 
more if he had hedged on the mercantile exchange. 


9. Does futures trading aid in financing production and harvest of Maine 
potatoes? 


Answer. Thirteen credit agencies said “Yes,” 7 said “No,” and 2 were undecided. 


10. Do credit agencies in Maine believe that futures trading is helpful or harm- 
ful to the Maine potato industry? 


Answer. Nine agencies believe futures trading is helpful, 10 believe it harm- 
ful, and 3 were undecided. 


11. To what extent do fertilizer and machinery companies relate their credit 
sales to sales of potato futures contracts on the New York Mercantile 
Exchange? 

Answer. Of the 8 machinery dealers providing information, only 1 used the 
mercantile exchange in connection with credit sales. Four of the six fertilizer 
dealers contacted sold fertilizer on credit on the basis of forward potato con- 
tracts which had been executed between the fertilizer dealer and the grower 
or his representative. Each fertilizer company in turn hedged these contracts 
with sales of potato futures contracts on the New York Mercantile Exchange. 


12. Do fertilizer and machinery companies believe that futures trading is 
helpful or harmful to the Maine potato industry? 

Answer. Seven firms considered futures trading to be helpful. Seven firms 
considered futures trading to be harmful. 

13. When will the work on this study be completed? 

Answer. It is planned that the collection of the additional data which may be 
needed from processors, handlers in other geographic areas, and others, and 
the bringing together of the several phases of this project should be completed 
in sufficient time so that a final report will be ready near the end of the present 
year. 

Mr. McIntire. And that on the basis of these insertions, that at 
such time as these two studies are completed and available, that at 
least the conclusions of those studies be made a part of the record, 
for the studies themselves may be so much in detail, including tab- 
ulations and so forth, that it would not be appropriate to make the 
whole study a part of this record. 

Mr. Azssrrr. Without objection that will be done. 

(The information requested was not completed at time of printing.) 

Mr. Axsrrr. The meeting is adjourned. 

( Whereupon, at 12 noon, the committee adjourned.) 

(The following article was submitted for the record by Representa- 
tive Ruth Thompson of Michigan :) 


Tue CAUSES AND EFFects oF FUTURES ON THE ONION INDUSTRY, COMPILED BY 
Tue NATIONAL ONION ASSOCIATION 


There is probably no problem in agriculture today so serious, certainly there 
is none so difficult to control, as futures trading of onions. Continuance poses 
a great threat to the future of fruit and vegetable agriculture, and presents 
very real and hidden dangers. If the onion industry fails to rid itself of this 
parasite, mercantile exchanges may very well list other commodities for future 
trading. As in the case of onions, this can and will be done without consent 
or approval of producers and handlers of these commodities. While there is 
no positive confirmation, there have been rumors that Texas onions, Wash- 
ington apples and Florida and California citrus are being considered as futures 
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trading possibilities. Not a pleasant prospect for those engaged in the pro- 
duction and marketing of those commodities. 

In the case of onion futures, the industry is being forced against its will 
to play another man’s game, by his rules, on his field. He furnishes the ball 
and hires the umpire and permits no objection or complaints. That hardly 
qualifies either as a “democratic process” or “freee enterprise.” 

There are several basic reasons why onion futures trading is opposed. 
Listed below are major points of objection with detailed explanations of each. 
It will be noted that each point of objection to futures trading has a variety 
of causes and complaints, many of which are closely interrelated. The fol- 
lowing summary explains and clarifies each jin its cause and effect on the 
onion industry. 

1. Onion growers have no voice and are denied any pat or influence 
in formulating rules and regulations to govern futures trading. 

2. Onions, a small, perishable crop, do not lend themselves to futures 
trading. 

3. No laws or regulations adequately cover or control futures trading 
of perishables. 

4. Any rule or benefit of futures is designed for the trader and specu- 
lator with onion growers never considered. 

5. Normal marketing on the basis of supply and demand is impossible. 

6. Futures “benefits” are really detriments which further complicate 
onion marketing. 

Point 1. In the case of every commodity produced in agriculture, the grower 
is, and rightly should be, the primary and major concern. The commodity 
he produces provides every excuse and reason for the existence of all related 
and connected phases of the industry. Obviously there can be no industry 
without the grower, but futures disregards that fact and ignores the onion 
grower. Instead of running his industry, the grower has become the victim 
who no longer controls either production or marketing of his own commodity. 

In 1942 officials of the Chicago Mercantile Exchange met with National 
Onion Association members in Kenton, Ohio, to discuss the merits of onion 
futures. A large majority of National Onion Association members and most 
of those in the industry rejected futures as detrimental and vigorously op- 
posed listing onions on the board. Despite this opposition and because no law 
prevents it, the Chicago Mercantile Exchange listed onions; and trading in 
onion futures began in September 1942. The years since have not altered 
industry opinion but instead have only broadened and intensified opposition. 
It has been clearly demonstrated how unnecessary futures are. 

The industry, particularly growers, denied any voice and influence in either 
operation or regulation of futures, are powerless to prevent or control this evil 
which has been forced upon them. Yet there is no law to assist the grower in 
the case of futures. Even though many have been driven out of business by 
disastrous years caused by futures trading and many are even now near bank- 
ruptey, there is not one thing the grower can do to correct this intolerable 
situation. 

People in the onion industry neither ask for nor want marketing agreements, 
subsidies, or supports. They want only to be left alone to operate on the sane 
and solid principles of supply and demand. That, the industry believes, is true 
free enterprise. 

Point 2. Perishable fruits and vegetables, particularly onions, are not logi- 
eal or reasonable items for futures trading. The history of onion futures clearly 
demonstrates that fact for all to see. The crop is too small and too perishable 
and has neither manufacturing value or storage stability. These facts make it 
an ideal commodity for manipulation and enforced false fluctuation. 

Being a small crop, supply and demand are delicately balanced and easily 
upset by overproduction, false rumors, and manipulation. Also contributing is 
the practice of opening the November contract 11 months before delivery, 4 
months before planting and 8 months before harvest. The high opening price 
eauses growers to become falsely optimistic and overplant. Increased planting 
causes futures price declines which lead to cash market declines. Growers dis- 
like to sell on a falling market and as a result hold stocks too long, waiting for 
price recovery. Movement and disappearance is curtailed and orderly market- 
ing disrupted. A surplus is created, and this drives the cash price down still 
further. This is the only one way futures causes overproduction. 

Professional speculators have developed a theory and system of trading in 
onions to guarantee themselves profit. With the small crop, sensitive and 
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maneuverable, and with no limitation or enforceable regulation to control 
manipulation, the system is almost guaranteed successful. The whole theory 
is based on heavy short selling on a created oversupply. Applying the fact 
that markets decline easier than they advance, the professional speculator is 
almost always on the short side. 

To insure their success, some professional speculators finance huge acreages 
only for delivery to the board. Some maintain offices and buying agents in 
producing sections to contract and buy crops of onions, ‘These onions, contracted 
for by the professional speculator, or rather manipulator, are not intended for 
market and consumption. They are intended only for delivery to the board, 
with the planned intent to bréak the market and force prices down. Thus 
the manipulator guarantees himself profit on extensive short speculations. 
During contract months these heavy deliveries hit Chicago with terrific impact. 
A gigantic accumulation on track and in storage is the result. That accumu- 
lation, ranging from 350 to 800 cars, creates a chaotic condition and utterly 
destroys any semblance of normal marketing. Many traders, doctors, dentists, 
etc., forced to take delivery of these cars, offer them at prices far below cur- 
rent cash levels in a desperate effort to be rid of them. This causes lowering 
of prices. Most of the cars are either poor quality or borderline stock and 
this further damages markets because the fresh trade will not buy them. Many 
are consigned to terminal markets where, because of quality and condition, they 
sell far below normal market prices. Thus having demoralized the market, 
started a trend of declining prices, caused heavy holding of poor quality and 
created an artificial oversupply, the professional futures speculator is happy. 
His operation has fouled up the deal for weeks, but this was necessary. How 
else can he guarantee his own profit? 

This is possible only because of futures and because of the nature and size of 
the onion crop. The Chicago Mercantile futures contract designates Yellow 
Globes, U. 8S. No. 1, 1% inches minimum, 65 percent 2 inches or larger, not 
more than 15 percent may be 3 inches or larger. The late summer onion crop 
averages only about 30 million sacks a year. The crop is broken down to show 
approximate volume eligible for futures trading. Numbers indicate 50-pound 
sacks. 

Million 
Shrink and handling loss 
Variety disqualification 
Prohibitive grade and size 
Prohibitive locality 
Shipments prior to Nov. 1 


NTE een nen nn ne ee ae ee 27.0 


Obviously the remaining 3 million sacks could be reduced by possibly half for 
other reasons. However, we allow a conservative 2.5 million sacks, about 4,000 
cars, as being eligible and possibly involved in futures deals. That is less 
than 10 percent of the total late summer crop. However, Commodity Dxchange 
Authority officially records Chicago Mercantile onion transactions average almost 
‘80,000 yearly, for the past 7 years, indicating that eligible cars for trading 
average 20 transactions each during the year. With a brokerage fee of $22 
per car the return to mercantile exchange brokers is a considerable sum. It 
is entirely possible that accumulated brokerage was as mnuch as $400 on some 
of the very March contract cars which sold at 10 cents per 50-pound sack on 
March 15, 1956. By artifically produced situations, possible only with onion 
futures, unscrupulous, professional speculators with large pocketbooks and 
small consciences have bled the industry of millions of dollars yearly while 
contributing only financial disaster and ruin to growers. 

Point 3. There is no law or regulation in effect today, May 1, which will 
adequately control the manipulation and wild fluctuation of onion futures. 
Manipulation is a strong word. It would be difficult, if not impossible, to prove 
in a court of law; but there is no question that it does exist and is being done 
today. Manipulation can and will be stopped permanently only when futures 
trading in onions is permanently stopped. 

Mr. Douglas B. Bagnell, Deputy Administrator of the Commodity Exchange 
Authority, admitted publicly at the United Fresh Fruit & Vegetable Associa- 
tion convention in New Orleans, January 30, that CEA is powerless to prevent 
manipulation. As a regulatory agency CEA has power to act only in cases of 
actual violation. -Even so, it may take several years to convict and punish a 
guilty operator, but they have no authority to prevent it before it happens. 
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In the meantime these speculators are free to continue raids on onion growers’ 
pocketbooks. 

Obviously mercantile exchange operators know these conditions have existed 
all along even though they have denied it for years. It is just as obvious they 
will not take action against the guilty persons because those individuals are, 
of course, exchange members. Any disciplinary action would be an admission 
of shortcomings in onion futures. They do not like that kind of publicity. 

A survey indicates the onion industry is composed of approximately the fol- 
lowing divisions: Growers, 12,000; shippers, 1,500; receivers, 5,000; others, 
1,500; a total of 20,000. However, there are additional thousands who are di- 
rectly touched by the onion industry and whose lives are affected. It would 
be difficult to place the number exactly, but it would be near 100,000. If 
everyone connected with futures were included, the total could hardly exceed 
around 2,500 persons. The comparison indicated complete unbalance relative 
to influence and effect. 

Figures and details of the CEA report, as of September 30, 1955, indicate a 
total of 813 futures traders on the Chicago Mercantile Exchange. This includes 
all groups of traders, large and small. Only 15 men, 2 percent of all futures 
traders, held 47 percent of all positions, long, short, speculative and hedges; 10 
held 200 contracts or more; 798 persons, 98 percent of all futures traders, held 
the remaining 53 percent of all contracts. Considering numbers involved and 
the great influence and effect of futures on the onion industry that is not many 
traders. It rather conclusively shows how easily a few men control the market 
and proves manipulation. 

Much has been made of that point in the report which shows oniongrowers 
the largest group of speculators. It should be asked what other group should 
be? Should oniongrowers stay out and let those in other fields operate onion 
futures? Aren’t futures for the onion industry? If so, who has a better right 
to speculate than the producer? Just what is expected of the grower in this 
case? 

The report reveals only 141 actual oniongrowers were involved, 71 specu- 
lators and 70 hedgers. However, one thing the CHA report does not show, de- 
spite arguments to the contrary, is that the 15 men who held all these contracts 
are not growers. They are professional speculators who financed and con- 
tracted onion acreage and so called themselves growers. Ordinary hedging 
operations could hardly justify any grower, regardless of size, holding 100 to 200 
contracts. Further proof of manipulation. 

Point 4. For years leaders of the industry have bombarded the mercantile 
exchange with requests and pleas for rule changes to alleviate futures evils 
and equalize the imbalance between futures and cash markets. There have 
been several conferences of industry and exchange representatives in the last 
few years. However, no constructive or corrective changes came as a result. 
The repeated requests for rule changes have been answered by such statements 
as “You’ve got it and you've got to learn to live with it.” Growers need an 
education in the economic functions of a commodity market.” The attitude of 
futures operators has been “To hell with growers, let °em squawk. We're mak- 
ing plenty of money. Why doctor a healthy horse?” 

In December 1955 the National Onion Association overwhelmingly passed a 
resolution asking for national legislation to prohibit futures trading in onions. 
For the first time a national organization took action in an open and public 
stand. Support of that move has been overwhelming throughout every phase 
of the industry. Repercussions from mercantile operators were expected and 
were not surprising. However, the attitude of injured innocence of some is 
reminiscent of the kid caught in the cookie jar, who said, “I didn’t take ’em and 
besides I put them back.” 

With so much strong, unfavorable, national publicity and pressure of pending 
legislation in Congress, mercantile exchanges were forced to make concessions 
and institute some changes. Drastic changes, for them, in view of previous 
attitude. A study of these changes, however, will disclose no real, constructive 
improvements. Nothing has been accomplished with regard to protecting grow- 
ers. The real effort has been to protect futures operators and brokers and to 
stimulate and extend trading volume while making concessions to pacify the 
industry. The industry is neither satisfied nor fooled. There is no confidence 
that commodity exchanges can or will satisfactorily regulate their business or 
enforce these regulations. For one thing, the exchanges have no control over 
nonmembers. It should be emphasized that exchanges were forced to make 
changes. It was not voluntary. Ninety-five percent of the industry remain 
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firmly convinced the only real solution to the intolerable situation is to eliminate 
and abolish futures trading in onions permanently. 

Point 5. Mercantile exchange operators claim futures do not make, but only 
reflect markets and price levels. Last September March futures “reflected” 
March prices at around $2.65-$2.70. Texas onions generally start to move in 
late March and that is big money for Texas onions. On that “reflection” Texas 
acreage increased and only weather prevented even heavier planting. On March 
15, 1956, the March futures contract closed at 15 cents, which is a ridiculous 
“reflection.” Onion bags cost more than that. The Texas onion market is, 
today, just beginning to be normal. Actually onion futures markets neither 
refiect nor make markets, they only destroy. 

Terminal markets are seriously affected by futures. When futures prices are 
higher than cash markets, terminal buyers act cautiously to avoid the uncer- 
tainty of declines which occur rather violently through futures fluctuations. 
A futures decline kills demand because buyers, to avoid being caught with high- 
priced cash merchandise, hold off. When cash markets are above futures levels, 
buyers try to buy at the lower futures price. This suppresses demand and 
results in more uncertainty and chaos. The repeated, falsely induced, rapid 
declines and advances in futures markets destroy cash market stability and 
buyer confidence. 

Statistics furnished by the Department of Agriculture indicate per capital 
consumption of commercial dry onions averaged almost 12 pounds per person per 
year since 1940. Bureau of Census figures show population in 1955 was 10 per- 
cent greater than in 1940. Yet for the first time in history a late summer onion 
crop of less than 30 million bags failed to bring a profit to growers. In fact, the 
season ended disasterously for most. 

Supply and demand are no longer factors because supply and demand cannot 
function in the futures controlled markets of today. Futures trading invites 
the gamble of professional speculators who stop at nothing to prove and guarantee 
their judgment is correct. Asa result there is increased acreage and production. 
Distribution is unbalanced with unnecessary accumulation of tremendous stocks. 
Price fluctuations are so violent, the entire industry is in a state of shock for 
weeks after a price break. 

This is what growers are faced with today. They can no longer simply plan 
to grow onions for a supply and demand market. 

Point 6. Futures operators have long preached the great benefits of futures 
to growers. College professors have even visited growing areas to preach it, 
but analysis proves it is the grower who pays for everything, takes the risk and 
all the loss. Only the future broker really profits. In past years when onion 
speculators speculated on the actual onions, they moved through onion areas 
buying and contracting onions from growers. The grower held the onions in his 
storage until ordered to deliver. To bind the contract the speculator advanced 
a standard sum, generally $300 per car, which gave growers operating cash. In 
the future system the “beneficial” hedge deal of futures is different. To hedge a 
crop on the board the grower must post $300 per car plus $22 brokerage for the 
privilege. If the market advances beyond his hedge level, he is required to 
post additional money for margin calls. There have been cases where growers 
were sold out at great loss; and, in some cases, actually put out of business 
when they could no longer meet required margins. Of course, growers can 
finance their hedging. In such instances the broker provides money to cover all 
margins, ete. However, the broker controls all movement, etc. For this “great 
benefit” and insurance growers must pay 10 cents per sack, or $60 per car. 
That is a considerable sum for so little. 

Some brokers who provide financed hedging developed a system to protect 
themselves in case of grower default. When the grower sells on a financed 
hedge deal, the broker, through his agent, buys a car. If the grower lifts his 
hedge, fhe broker sells a car. However the market moves the broker, being 
right on the floor, is protected; and, in most cases, has insured himself of a 
profit in any position in which the market moves. This “protection” costs 
futures brokers a very small fee per car while the grower must pay $22 per car. 
By financing hedges through mercantile brokers the grower actually places 
himself at the tender mercies of manipulators who use every method to maneuver 
the market to their advantage and the grower’s detriment. 

The “progressive” features of futures trading do not simplify but really com- 
plicate unreasonably the already complicated problems of marketing onions. 
To use futures is complicated in itself and it takes time and money. The grower 
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actually is paying outrageously for this “great protection” and “insurance” 
which is wrecking his industry. 1t should be noted that this association knows 
of no banks, building and loan, or other financial institutions which will loan 
onion growers money to finance a hedge on his crop. In every case the grower 
must either finance his own hedges or finance through a brokerage house which 
provides that service. 

History proves the real profit in futures is made by speculators and in prac- 
tically every case these profits were made in a declining market. That being 
true, futures can never benefit the onion industry because it is ridiculous to as- 
sume the industry can make money on a constantly declining market. Futures 
can never benefit the onion industry because most growers are small. Those 
producing 1 to 10 cars obviously can only hedge 1 to 5 cars. To hedge more 
would be outright speculation. Very few growers are able to finance their own 
hedges and so must be financed by brokers or such organizations performing that 
service. They pay for this and the cost is 10 cents per bag which comes off the 
top of the onion’s cash value. The cost of financing “protective hedges” is in 
many cases the difference between profit and loss to the grower. 

Because it requires more money to trade high, the “bull” or high side is always 
vulnerable to the “bear” or low side attack. Bull markets never become as 
strong advancing as bear markets declining. Thus by the constant pressure of 
bear attacks, the “bull” is made overcautious. He attempts to cover and protect 
his position by selling and so contributes to his own downfall, and the deal goes 
into another bear or decline cycle with short selling prevailing throughout. The 
only sure thing is that the onion grower takes the loss again. 

For 8 months CEA has accumulated statistics and data on onions and potato 
futures trading. Recent letters indicate they do not feel they yet have sufficient 
evidence to ask for or recommend passage of H. R. 7920 and S. 3204, bills which 
would eliminate onion futures entirely. On April 10 CEA held a hearing in 
Chicago to determine limitations on the number of speculative contracts in 
onions. Much of their statistics were presented there. That hearing brought 
out interesting statistics and opinions by CEA’s own economists. 

Gnion growers do not have the mountainous data and statistics to prove each 
point of their contentions beyond question. The industry is scattered throughout 
75 sections in 26 States of this Nation. Some areas are rather isolated, and 
some are quite small. It would be extremely difficult, if not impossible, to secure 
detailed statistics of the same technical nature as those collected by CHA. 
Growers do not have this, but they do have 14 years practical experience, and they 
do have empty pockets. No person or group is better qualified to state the 
growers’ case better than they, and no one knows better what they need. Such 
statistics as have been collected, prove beyond doubt that growers are over- 
whelmingly, at least 95 percent, opposed to futures and want futures abolished. 
No technical tabulations or data can change that fact. If onion growers, as a 
part of this Nation’s agriculture, are to be served fairly, then there can be little 
question of the final result. A point of great importance is the United States 
Department of Agriculture letter of April 3, which recommended deferment of 
congressional action on bills H. R. 7920 and 8. 3204. Such action ignores and 
opposes the established opinion of the onion grower and the onion industry in 
favor of a few futures operators, persons who are not really a part of agriculture. 
Upon close examination it will be found the future operator is neither flora nor 
fauna, neither fish nor fowl. He does not grow, ship, receive, buy, sell, or pack- 
age onions. He does not qualify for a Perishable Agricultural Commodities Act 
license as a produce man. It is difficult to find a word, but parasite seems to 
fit adequately. 

Should there arise the question of an invasion of free enterprise in eliminat- 
ing onion futures, it must be remembered the onion industry did not and never 
has wanted futures trading. Futures were forced on them against their will 
and judgment. Since that time, having no other recourse, they have tried to 
live with them. The results are plain for all to see. The years have only 
strengthened the opinion that futures trading in onions should be prohibited 
permanently. 

Another important factor to be considered is this: The record clearly estab- 
ishes that the onion industry is not alone in their fight. Other related agri- 
culture industries have given their support willingly. The American Farm 
Bureau Federation, Vegetable Growers Association of America, United Fresh 
Fruit & Vegetable Association, Texas Citrus & Vegetable Growers & Shippers 
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Association, Western Growers Association and numberless other agricultural 
organizations have joined the attack spearheaded by the National Onion Asso- 
ciation.- Voluntarily they have formally: passed ‘resolutions and gone on rec- 
erd as opposing onion’ futures and advocating tmmediate and permanent elim- 
ination of trading in this commodity. Many banks in onion areas, chambers 
of commerce and civic groups have taken similar action. By way of contrast 
not one agricultural organization, either national or local, large or small, or 
other group for that matter, has approved, endorsed, or supported onion fu- 
turés trading. This, in itself, clearly indicates the overwhelming opinion and 
belief that the onion industry must be freed of this evil. 

The foregoing statements have been assembled by the National Onion Asso- 
eiation to coyer the entire situation in brief points. A complete statement 
would be much too long. ‘For detailed supplements it is suggested records of 
subcommittee -hearings at Presque Isle, Maine, December 6 and 7, 1955, the 
Chicago hearing March 24, 1956, and the CHA hearing in Chicago April 10, 1956. 
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